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The proceedings at the Incorporated Account- 
ants’ Course, held at Cambridge at the beginning 
of last month, are reported in this issue. This is 
the second Course of the same character which 
has been held at Cambridge and the Society 
is again indebted to the Master and Fellows of 
Gonville and Caius College for the facilities 
granted. The attendance was larger than on the 
former occasion and the proceedings were no 
less enthusiastic. The arrangements made by the 
Executive Committee, who had the advantage of 
past experience, were in some respects more 
complete. 


On the opening day Members of the Society 
attending the Course were received by the 
Assistant Treasurer of Cambridge University, 
Mr. C. R. Macdonald, M.A., LL.B., himself a 
member of the accountancy profession, and at 
the Dinner held subsequently the Vice-Chancellor 
of the University, Mr. G. H. A. Wilson, O.B.E., 
responded to the Toast of “‘ The University of 
Cambridge” proposed by the Vice-President 
of the Society, Mr. Walter Holman. Mr. Wilson 
said he was gratified that professional bodies and 


others went to Cambridge for their deliberations, 
and on behalf of the University he extended to 
all present at the Course a cordial welcome and 
his best wishes for a successful issue to their 
proceedings. 

The Toast of “ The Society of Incorporated 
Accountants ” was proposed by Professor P. H. 
Winfield, LL.D., who said he recognised the 
importance of the accountancy profession and 
congratulated the Society upon the completion 
of 50 years of useful work. The President of the 
Society, Mr. R. Wilson Bartlett, in responding 
referred to the presence of several accountants 
from the British Dominions overseas, and said 
that these meetings in such pleasant and time 
honoured surroundings were a great source of 
inspiration. 

Six lectures in all were delivered and on five 
of them important group discussions followed. 
Summaries of four of these discussions will be 
found in our report and will well repay careful 
perusal, as they deal with many matters of great 
interest to accountants. The other two lectures 
will appear next month. The sixth took the form 
of an address on public speaking, and was 
followed by practice efforts by members of the 
audience. 


The text of the Finance Act, so far as it relates 
to Income Tax and certain other financial 
matters, will be found in another part of this 
issue. Several alterations have been made in 
the progress of the Bill through its various 
stages. Amongst these is a proviso to sect. 18 
(which relates to the avoidance of income tax 
by the transfer of assets to persons abroad) 
the effect of which is to make the section retro- 
spective as regards sur-tax only and not income 
tax. The proviso is as follows :— 

Provided that, for the year 1935-36, no 
income shall be charged to tax at the 
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standard rate by virtue of the provisions 
of this section, but sur-tax shall be assessed 
and charged as if any income which would, 
but for this proviso, have been charged as 
aforesaid had in fact been so charged. 
Some modifications have also been made to 
sect. 20, which relates to investment companies. 


Sect. 21 (clause 19 of the Bill), which contains 
provisions as to settlements on children, has 
been amended in several respects. There is 
excluded from the operation of the section 
income paid for the benefit of a child of the 
settlor which does not exceed in any one year 
the sum of £5. The wording of sub-sect. 10 
has been somewhat altered so as to defeat an 
attempt which was being made to convert 
settlements which were previously revocable 
into irrevocable settlements, by means of an 
addendum. The amended wording makes sect. 21 
applicable to every settlement except a settle- 
ment which was made before April 22nd, 1936, 
and which immediately before that date was 
irrevocable. The general effect of sect. 21 is 
to make all children’s settlements of the nature 
referred to inoperative for the purpose of avoiding 
income tax except settlements which were 
irrevocable before the introduction of the Budget 
and settlements involving annual income of £5 
or under. 

A proviso has been added to sub-sect. 8 
stating that a settlement shall not be deemed 
to be irrevocable by reason only that it contains a 
provision whereby income or assets may become 
payable to the settlor, or the wife or husband 
of the settlor, on the bankruptcy of the child 
or in the event of an assignment or charge on 
the income being executed by the child, or a 
provision for the determination of the settlement 
in certain stated circumstances. This is in 
substitution for a somewhat similar proviso to 
sect. 20 (1) of the Finance Act, 1922, which is 
now repealed. 

Another provision contained in the Bill which 
gave rise to very serious objection was the 
power given to the General or Special Com- 
missioners to require “any person” to furnish 
them with such particulars as they thought 
necessary for the purpose of sect. 21. The 
words “any person” have now been altered 
to “any party to the settlement.” 

The Chancellor of the Exchequer, in answer to 
a question in Parliament, has again declined to 
consider the revising or making additions to the 
list of securities eligible for trustees under the 


Trustee Acts. His answer is that there is no less 
than £7,000,000,000 of securities available to 
trustees for investment purposes. It has been 
pointed out, however, that although the amount 
of securities available for trust investments has 
increased nearly ten-fold since before the War, 
the funds requiring investment have increased in 
a somewhat similar proportion. It is suggested by 
The Times that the best solution of the problem 
would probably be to set up an authoritative 
committee empowered to make revision from time 
to time of the list of trustee securities. This would 
avoid the necessity of passing legislation every 
time a change became necessary, while at the 
same time introducing a valuable element of 
elasticity. 


A question was asked last month in the House 
of Commons as to whether it was the intention of 
the Government to wait until the general revision 
of the Companies Act before dealing with the 
evils associated with “share pushing,” but no 
answer of a definite character was obtained. 
This has caused some dissatisfaction in financial 
circles, as it is felt that the call for legislation on 
this particular matter is sufficiently urgent to 
justify the introduction of a short bill providing 
for the stricter registration of outside brokers, 
accompanied by a system of licensing by the 
Board of Trade. Amongst the supporters of such 
a course is the Law Times, which, in a recent 
issue, said that a short bill of this character need 
not necessarily encroach on any field intended to 
be covered by an Act amending the Companies 
Act, and that its prompt enactment might do a 
great deal of good in checking an acknowledged 
evil. 

Important concessions have been made to 
Australian taxpayers who are non-resident. The 
provisions are contained in the Federal Income 
Tax Assessment Act recently passed by both 
Houses of the Federal Parliament. The Act 
provides that the exemptions already enjoyed by 
residents shall extend to non-residents except 
that the non-resident taxpayer will not be en- 
titled to deductions for wife and children, etc. 
The exemptions are : (a) Ordinary Income Tax— 
£250 diminished by £1 for every £2 by which the 
net income exceeds £250 ; (b) the special property 
tax—a flat rate undiminishing exemption of 
£250. The Act also provides that, in future, 
interest received by holders of debentures in 
any Australian companies where the debentures 
have been issued outside Australia and are not 
subject to any Australian law, is to be exempt 
from Australian Income Tax. 
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In connection with Income Tax repayment 
claims under sect. 34, it sometimes happens that 
the amount of the loss is greater than the assess- 
ment which has been made on the business, thus 
leaving an amount to be set against other income. 
The question then arises as to whether this should 
be primarily set against earned income, or 
against unearned income. The practice has been 
to set such an amount first against earned income, 
and lastly against unearned income. On this 
point it is interesting to note the observations of 
the Income Tax Codification Committee, viz., 
“This involves the question—from which part 
of the income, earned or unearned, should the 
loss primarily be deducted? The matter is of 
importance as, if the loss is set off against earned 
income, the earned income allowance is reduced, 
or possibly entirely lost. It is the official view 
(a view which has been consistently held since 
the introduction in 1907 of differentiation in 
favour of earned income) that the loss should be 
set off in the first instance, and as far as possible, 
against the earned part of the income. This view 
is based upon the general argument that a loss 
incurred in a business in which a profit, had one 
been realised, would have been earned income, 
should be regarded as an ‘earned’ loss, and 
deducted from the earned income in order to 
arrive at the net earned income in respect of 
which the earned income allowance should be 
granted. It seemed to us desirable to give 
statutory recognition to a view so long held, and 
so reasonable.” 

An important judgment in relation to life 
assurance policies was given by Mr. Justice 
Swift, sitting with a Special Jury, in the case of 
Beresford v. Royal Insurance Co., Lid. The point 
at issue was whether the insurance company 
escaped liability under the policy by reason of 
the fact that the assured person had committed 
suicide. Certain questions had to be decided by 
the jury, and their answer was that the deceased, 
when he shot himself, knew he was doing what 
was wrong, and had a normal degree of control 
over his actions. The issue thus became entirely 
a question of law. One of the terms of the policy 
was that if the assured should die by his own hand, 
whether sane or insane, within one year from the 
commencement of the assurance, the policy should 
be void. At the time the assured committed 
suicide, the policy had run for about nine years, 
and was within a few minutes of expiration. 


In giving judgment against the company, his 
Lordship said that the contract was quite clear 
and definite in its terms, and was not in dispute 
in other respects. The insurance company, he 


said, might have inserted in their policy a con- 
dition that they would not be liable in case of 
insane or felonious suicide whenever committed, 
but they did not do so. These policies were often 
used for commercial purposes, and as such were 
obviously of much less value if the assurers were 
relieved of liability in cases of suicide. The main 
defence was that it was contrary to public policy 
for a person to enter into a contract which 
tempted or encouraged the commission of suicide, 
but his Lordship said this was not the real 
question. The question was whether, where a 
perfectly valid contract had been made, it was 
contrary to public policy for the insurance com- 
pany to discharge their liability under it because 
the assured had, years after making the contract, 
feloniously committed suicide. It seemed to 
him that the highest principle of public policy 
was that which regarded the sanctity of contract. 
The dire threats as to the consequences of the 
number of assured persons who would commit 
suicide if the case went against the insurance 
company left him quite unmoved. Insurance 
companies could always contract out of any 
liability for such an event, but if, for their own 
advantage they did not do so, they could not 
crave in aid the refuge of public policy. 


An interesting point in connection with applica- 
tion of the rule laid down in Allhusen v. Whittell 
was decided recently in the case of Re Fenwick. 
The rule, which provides for the equitable appor- 
tionment of residuary income where the residue 
is left to persons in succession, is well known to 
accountants, but it is not generally appreciated 
that it was made clear in Re Poyser ; Landon v. 
Poyser that the rule was not to be rigidly enforced 
without regard to the circumstances, and that 
it was at the discretion of the Court what appor- 
tionments should be made in any particular case 
in order to arrive at an equitable result. 

In the present case the question was raised as 
to the course to be followed where there was a 
bequest of a lump sum in trust to pay to the 
testator’s daughter the whole or part of the income 
therefrom, the trustees having power also if they 
thought fit to pay the whole or part of the capital 
to the daughter. Mr. Justice Farwell held that 
this was a contingent legacy, that therefore the 
rule in Allhusen v. Whittell did not apply and that 
the legacy duty on the amounts paid to the 
daughter were payable out of the capital of the 
residue. It had already been held in re Perkins 
Brown v. Perkins and in re Shee: Taylor v. 
Stoger that the rule was applicable to contingent 
debts, but as his Lordship pointed out in his 
judgment it was expressly stated in the original 
case of Allhusen v. Whittell that the rule should 
not be followed in the case of contingent legacies. 
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In connection with the affairs of Wm. Bobby 
and Co., Ltd., engineers and contractors, an 
interesting question was decided by Mr. Justice 
Bennett in the Chancery Division last month. 
The company had a credit of £2,998 on profit and 
loss account out of which the directors decided 
to apply £2,000 in reduction of goodwill, and to 
carry forward the balance of £993. A holder of 
preference shares instituted proceedings to com- 
pel the directors to pay the preference dividends of 
the company, relying upon the provisions of article 
6 of the company’s articles which provided that 
the preference shares should confer on the holders 
the right to be paid out of the profits of each year 
cumulative preference dividends for the year at 
10 per cent. It was contended that the article 
was imperative, and that if the company made a 
profit in any year, the preference shareholders 
had a right to their dividend. 


Amongst the clauses of Table A which were 
applicable to the company were clause 95, which 
provided that no dividend should exceed the 
amount recommended by the directors, and 
clause 99, which said that the directors might 
first set aside such sums as they thought proper 
as reserve to be applicable for contingencies, 
equalising dividends or other purposes. The 
question then arose whether clauses 95 and 99 
of Table A were to be modified by Article 6, or 
Article 6 to be modified by those clauses. The 
conclusion arrived at by the Court was that, on 
the construction of the company’s articles as a 
whole, the directors had a right to do what they 
did, and the action was accordingly dismissed. 


SOME OBSERVATIONS ON THE 
COURSE AT CAMBRIDGE. 


(CONTRIBUTED. ) 


This year the weather was unkind, though 
not as ruthless as Buchan’s prophesied “ cold 
spell’ might have led us to expect. There 
were tales of members sheltering under hen 
coops near the river or beneath trees in church- 
yards, and of sports grounds lying under water. 
But the river enthusiasts still lost their punt 
poles and canoed or swam; and though tennis, 
cricket and golf suffered, it was not enough to 
prevent the finish of the tournaments, the prizes 
for which were charmingly presented by the 
President’s wife, Mrs. Wilson Bartlett, at the 
final meeting on Saturday evening. 

As far as the serious work of the Course is 
concerned, it may be as well to consider the 
benefits already gained by those who have 
attended the Course and the advantages it is 
hoped will accrue to the Society in the future. 


The first Course at Cambridge in 1934 was an 
experiment, the second has fully justified the 
experiment, and already there is talk of a third 
in 1988. The arrangements were excellent, and 
everyone was made in some way to feel a sense of 
responsibility by being asked to do some special 
job of work. 

The institution of such a Course is a complete 
answer to the junior provincial members who 
ask ‘‘ What does the Society do for me?” It 
helps the junior by giving him the opportunity 
of hearing papers of a very high order and dis- 
cussing such papers under the guidance of his 
seniors. He meets fellow members from other 
towns, and learns to understand their point of 
view. He is impressed by the prestige of the 
Society, and realises his own responsibility in 
helping to maintain that prestige. Friendly 
intercourse in congenial surroundings does much 
to inspire confidence and makes for future 
co-operation. And surely the senior members 
benefit, too, when they realise how much their 
ungrudging services are appreciated by the 
younger members of the Course and how willing 
they are to profit by their seniors’ valuable 
experience and advice. But the junior members 
must make an effort to attend the Course and the 
senior members to give the juniors the necessary 
permission. 

As far as the future is concerned, the experience 
gained by these two valuable Courses will be 
partly lost unless steps are taken to put this 
experience into practice. Why should not every 
District Society have its advisory panel or com- 
mittee of experienced members to advise and 
direct fellow members on professional matters ? 

And why should not Students take a more 
active part at meetings ? So often after a lecture 
the seniors ask the questions and the juniors and 
students feel too shy to speak. These informal 
discussions at Cambridge encouraged the most 
timid, and group leaders saw to it that each 
member had his chance and that the seniors did 
not monopolise the time. 

Following on this is the necessity of being 
able to speak in public. Clearness and concise- 
ness of thought and word carry weight at 4 
creditors’ meeting, at an income tax appeal, or 
in the presentation of accounts to a board of 
directors. It would be useful to make all the 
students and young members give ten minute 
papers before their District Societies, take part 
in debates and move votes of thanks to the 
various lecturers. If the accountant of to-day 
is to be a useful citizen and take his proper place 
in public and civic life he must be properly 
equipped and able to preside at a meeting o 
move a vote of thanks as efficiently as he can 
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certify a balance sheet or carry out an investiga- 
tion. 

Professional etiquette should form a definite 
part of the young accountant’s curriculum. 
From the remarks of various members it is 
obvious that the “ unwritten law” as regards 
professional etiquette is very vague and left too 
much to the individual. Compare the opinions 
of four members from different places on any one 
particular point of etiquette and see how divergent 
are their views. 

And last, but not least, the value of a recog- 
nised University Course for all who are entering 
the accountancy profession is becoming more 
and more obvious to those taking part in these 
Courses. The establishment of such a Course 


should be the ultimate aim of the Society, and 
with the whole-hearted support and co-operation 
of all its members and students, both in London 
and in the Provinces, nothing is impossible. 


BANKRUPTCY AND STATUTORY 
TENANCIES. 

THE Rent and Mortgage Interest (Restriction) 
Acts do not apparently provide what is to happen 
in the bankruptcy of a tenant entitled to claim 
protection of the Acts. Lord Justice Scrutton, in 
Reeves v. Davies (1921), said it seemed that the 
persons responsible for the drafting of the statute 
had shown a great lack of consideration of the 
results of various events which might be expected 
to happen in some cases of tenancy. He was 
amazed that it never appeared to have struck 
them to consider what was to occur in the case of 
bankruptcy. There was nothing in the Act to 
show what was to happen in the case of a tenant 
becoming bankrupt. It has therefore been left 
to the Courts to define what privilege was con- 
ferred upon a tenant who was allowed by statu- 
tory enactment to stay in his house after his 
landlord had given him notice to quit. 

In Remon v. City of London Real Property Co. 
(1921), the Court recognised that a person enjoy- 
ing the protection of the Act had something more 
than the mere right of resisting an action for 
recovery of possession. When a tenant is adjudged 
bankrupt, his interest in his dwelling house 
vests in his trustee in bankruptcy. In 1916 a 
dwelling house within the meaning of the Increase 
of Rent Acts was by agreement in writing let 
to the defendant on a quarterly tenancy, subject 
to a quarter’s notice, at a yearly rent of £60, 
payable quarterly. The rent was afterwards 
Increased to £65. In 1920 the defendant was 
adjudicated bankrupt, and the Official Receiver 
disclaimed the tenancy, whereupon the plaintiff, 


after the Act of 1920 came into force, brought an 
action for recovery of possession of the demised 
premises on the ground that the tenancy had 
expired by reason of the disclaimer. It was held 
that the plaintiff was entitled to possession. The 
effect of a disclaimer by a trustee in bankruptcy 
of a bankrupt’s interest in a quarterly tenancy is 
to deprive the tenant of any further interest in 
the demised premises, and consequently he is 
debarred from relying on a statutory tenancy 
therein under the Increase of Rent Acts by the 
decision in Reeves v. Davies. referred to above. 


The right of a statutory tenant under the In- 
crease of Rent Act, 1920, is merely a personal 
right to retain possession of the premises, and 
cannot be assigned to another person (Keeves v. 
Dean, 1924). The right of a statutory tenant 
under the Act of 1920 is a purely personal right, 
and cannot be transmitted by will (Lovibond and 
Sons v. Vincent, 1929). A statutory tenancy 
under the Rent Restriction Acts is not “ pro- 
perty ” of the statutory tenant within the mean- 
ing of section 167 of the Bankruptcy Act, 1914, 
and therefore it does not pass to his trustee in 
bankruptcy under section 53 of that Act, and is 
not extinguished on a disclaimer of it by the latter 
(Sutton v. Dorf, 1982). This case virtually over- 
ruled Parkinson v. Noel (1923), which held that a 
statutory tenancy was “ property” within the 
meaning of the Bankruptcy Act, 1914. 

The Courts have held that these Acts do not 
protect a tenant who is not an occupier, and that 
a limited company cannot claim the protection 
of the Acts. In fine, a statutory tenant has a 
personal right to retain possession, not merely a 
right to resist an action for recovery of premises. 

It has been held in Ireland that where on the 
bankruptcy of a lessee, the lease is forfeited under 
a condition contained in the lease, the lessee is 
no longer entitled to possession as a statutory 
tenant (Re Drew, 1929). 


The interest of the statutory tenancy is neither 
assignable nor transmissible on death; it is a 
personal right of the tenant, and cannot pass on 
his bankruptcy to his trustee on the ground that 
the statutory tenancy is not property for the 
purpose of bankruptcy. On the other hand, if 
there is not a real statutory tenancy, the tenancy 
will pass in the ordinary way to the trustee in 
bankruptcy. 

Whether rent owing by a statutory tenant in 
bankruptcy remains payable by the bankrupt 
or becomes a debt provable in the bankruptcy 
and released on his discharge has not yet been 
decided. From one point of view, it seems that 
this liability for arrears of rent should not be a 
burden on the estate, since the benefit of the 
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statutory tenancy does not pass for the benefit 
of the estate. On the other hand, it may very well 
be said that as a bankrupt tenant no longer 
remains liable for the arrears the remedy of the 
landlord is against the estate. 


Society of Incorporated Accountants 
and Auditors. 


COUNCIL MEETING 


Fripay, 24TH Jury, 1936. 

Present :—Mr. R. Wilson Bartlett (president), Mr. 
Walter Holman (vice-president), Mr. F. J. Alban, Mr. A. 
Stuart Allen, Mr. C. Percy Barrowcliff, Mr. J. Paterson 
Brodie, Mr. R. M. Branson, Mr. W. Norman Bubb, Mr. 
Henry J. Burgess, Mr. Frederick Holliday, Mr. Robert T. 
Dunlop, Mr. Henry Morgan, Mr. C. Hewetson Nelson 
Mr. James Paterson, Mr. Percy Toothill, Mr. Joseph 
Turner, Mr. R. T. Warwick, Mr. Richard A. Witty, Mr. 
Fred Woolley, Mr. A. A. Garrett (secretary), Mr. E. E. 
Edwards (Parliamentary secretary), and Mr. J. R. W. 
Alexander. 

Apologies for non-attendance were received from Mr. 
D. E. Campbell, Mr. E. Casselton Elliott, Mr. W. Allison 
Davies, Mr. M. J. Faulks, Sir Thomas Keens, Mr. Edmund 
Lund, Mr. William Paynter, Mr. Fred. A. Prior, Mr. A. H. 
Walkey. 


DEATHS. 
The Secretary reported the death of the following 
members :—Arthur Alfred Baster (Associate), Croydon ; 
Robert Baxter (Associate), Inverkeithing; William 


Crompton (Fellow), Manchester; Ralph  Kibart 
(Associate), Leicester; William Shuckford Nutman 
(Associate), Rayleigh; Ernest Bowman Rawlinson 


(Associate), Bradford; Thomas John Ayrton White 
(Fellow), Johannesburg; Fergus Edward Williamson 
(Associate), Sheffield; Shirley March (Associate), 
Leicester. 

RESIGNATIONS. 

The following resignations were received with regret :— 
Lewis Aspinall (Fellow), Blackpool; Adam Hunter 
(Fellow), Dundee ; George Henry Jarratt (Associate), 
London; James Jump (Fellow), Liverpool; Charles 
Beldam Martin (Fellow), Rondebosch ; Edward Smith 
Owen (Fellow), Bangor; William Morey Paul (Fellow), 
Birchington-on-Sea ; William Robinson (Associate), 
London; John Henry Wakefield (Associate), Bury 
St. Edmunds ; Francis Leigh Wood (Associate), Chicago. 

INCORPORATED ACCOUNTANTS’ COURSE, CAMBRIDGE. 

The Vice-President made a report of the proceedings. 
The course, he said, was well attended and _ was 
most successful. The lectures and discussions were of a 
high order and the other items of the programme were 
enjoyed by all the members who participated. 

The following resolutions were adopted :— 

(a) That the Council of the Society accord to the 
president, Mr. R. Wilson Bartlett, their cordial 
thanks for his valuable work in connection with 
the Incorporated Accountants’ Course at Cam- 
bridge, and for the able manner in which he presided 
at the proceedings, which were greatly appreciated 
by all the members who participated and which 
were brought to a successful issue. 

(b) That the Council of the Society of Incorporated 

Accountants and Auditors request that the Master 
and Fellows of Gonville and Caius College will 


accept the cordial thanks of the Society for the 
valuable facilities granted to the Society in con- 
nection with the Incorporated Accountants’ Course 
held at the College in July, 1936. 


PANEL OF PRESIDENTS. 
The President kindly offered to present to the Society 
a panel bearing the names of presidents of the Society 
to be placed in the large hall in accordance with the design 
by the Society’s architect, Mr. F. L. Pearson, F.R.I.B.A. 
The Council gratefully accepted the President’s offer. 


Kine Georce V Memoria Funp. 

It was resolved that the Society contribute the sum 
of two hundred and fifty guineas to the King George V 
Memorial Fund and that such sum be sent through the 
Right Hon. the Lord Mayor. Members of the Society 
will be asked at the next annual general meeting to 
confirm the action of the Council. 


Srmr JAMES MARTIN MEMORIAL EXHIBITION. 

The Council awarded the Sir James Martin Memorial 
Exhibition in connection with the Intermediate Examina- 
tion, May, 1936, to Mr. Alexander Philip Isaac Greene, 
articled clerk to Mr. W. Gidley Dunn, Incorporated 
Accountant, London. 

This is the first of the exhibitions awarded. 

Tue Late Mr. CLEMENT GATLEY. 

The Council received with regret the news of the death 
of Mr. Clement C. Gatley, M.A., D.C.L. (Oxon), LL.D. 
(Dublin), who had been one of the examiners of the 
Society in legal subjects since the year 1913. The Council 
adopted a resolution of condolence with the family of the 
late Mr. Gatley. 


@bituarp. 


DR. CLEMENT C. GATLEY. 

It is with deep regret that we announce the death, at 
the age of 55, of Dr. Clement C. Gatley, M.A., D.C.L., 
LL.D., which took place last month. He was found dead 
in his Chambers in the Temple, sitting at his desk witha 
book before him. Dr. Gatley was Legal Examiner to the 
Society of Incorporated Accountants and Auditors, a 
position which he had held since 1913. He was also an 
Examiner in Common Law in the University of London, 
and the author of ‘“‘ Gatley on Libel and Slander,” a 
standard work which the late Mr. Justice McCardie 
described as “‘ a great achievement of learning, labour and 
ability.” It gained for him the D.C.L. of Oxford. He 
was educated at Westminster and at Exeter College, 
Oxford, where he graduated in 1902 with honours in 
Jurisprudence. Dr. Gatley was possessed of a charming 
personality and had a wide reputation as a teacher and 
examiner. In 1911 he married Eleanore, eldest daughter 
of the Rev. H. S. Lancaster, and had one son and three 
daughters. The funeral took place at Michaelstowe, 
Cornwall, on July 21st. 


Sir James Martin Memorial Exhibition Award. 

The Council of the Society of Incorporated Accountants 
recently established the Sir James Martin Memorial 
Exhibition. The Exhibition is awarded each half year 
to an articled clerk who distinguishes himself in the 
Intermediate Examination. The candidate is also inter- 
viewed by the Board of Examiners. 

The Council have awarded the Exhibition in connection 
with the Intermediate Examination, May, 1936, to Mr. 
Alexander Philip Isaac Greene, clerk to Mr. W. Gidley 
Dunn, Incorporated Accountant, London. 
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INCORPORATED ACCOUNTANTS’ COURSE 
AT CAMBRIDGE. 


By kind permission of the Master and Fellows 
the second Course for Incorporated Accountants was 
held at Gonville and Caius College, Cambridge, from 
July Ist to 5th. Mr. R. Wilson Bartlett (President 
of the Society) presided during the progress of the 
Course. 


OPENING OF THE COURSE. 


Members arrived in College during the afternoon 
of Wednesday, the Ist, and later were received by the 
President in the Junior Common Room. In the 
evening the opening meeting was held in the college 
hall, at which Mr. C. R. Macdonald, M.A., LL.B., 
A.C.A., Assistant Treasurer of the University of 
Cambridge, welcomed the members of the Course. 


Mr. Macdonald first expressed an apology for 
absence from the Vice-Chancellor and said that he 
(the Vice-Chancellor) hoped to be with them later 
in the week. He wished to welcome them on behalf 
of the College and the University, and was particularly 
pleased to do so because he was a member of their 
profession—(applause)—a distinction shared by no- 
body else on the staff of the University. Those of 
them who held university posts were somewhat 
remote from ordinary life; but it was possible that 
in the future they might form a useful link between 
the Profession and the University. Discussing the 
policy of making it necessary for a person to hold a 
university degree before entering the profession, Mr. 
Macdonald said he thought a university course 
might fulfil a useful function in some directions. In 
at least one section of the work of a professional 
accountant a university training could be of use. 
The professional examinations and professional work 
brought a man a great deal into contact with legal 
subjects, and law was a subject that was taken at 
all universities. Law Tripos training at Cambridge 
gave a man a very good insight into the general 
theory of law. He thought the training in 
general legal theory would be extremely useful to 
him at a future date in his profession. Mr. Mac- 
donald concluded, ‘‘ I wish your course every success 
and hope you may be as pleased with your visit 
as we are to have you here.” (Applause.) 

The PrestpENT, in replying, said he had a 
very pleasant but brief duty to perform. They 
were most grateful to Mr. Macdonald for opening 
the Course and for the cordial welcome he had 
extended to them. He asked Mr. Macdonald to 
be so kind as to convey to the Vice-Chancellor 
their appreciation of the Vice-Chancellor’s kind and 
encouraging thoughts for them. He said most 
sincerely that it made all the difference to them to 
know of the official and personal interest of the 
Vice-Chancellor, whom they looked forward to seeing 


on Friday at dinner. They were particularly happy 


that Mr. Macdonald, the Assistant Treasurer to the 
University, had opened the Course both because he 
was a member of the accountancy profession and a 
member of Caius. That was the second course 
which the Society had arranged. It was chiefly for 
Incorporated Accountants of up to ten years’ 
seniority. Among those who were attending were 
three visitors from South Africa—Mr. R. Cade, of 
Johannesburg, who was also a member of the Uni- 
versity of South Africa; Mr. W. J. Busschau, a 
Rhodes Scholar, who had recently taken the degree 
of Doctor of Philosophy at Oxford; and Mr. A. R. 
Butcher, Durban, all of whom he was most happy 
to welcome ; also a number of women members of 
the Society, whom he could assure would receive all 
the attention which was so eminently their right. 
(Applause.) They could not be too grateful to the 
Master and Fellows of Caius for the privilege of the 
use of the college. The work of the Course must 
necessarily be intensive. Careful organisation of the 
proceedings would enable the inevitably limited 
time for the Course to be most profitably used. 
Their professional work demanded industry, know- 
ledge, alertness, patience and character. But he 
liked to think as well of that elegant ease inseparable 
from work in a university atmosphere. They were 
not going to take themselves too seriously. The 
charm and fascination of Cambridge would not be 
lost upon them, whether in the pursuit of professional 
education or in the delights which Cambridge offered. 
(Applause.) 


LECTURES. 


During the Course the following six lectures were 
delivered :— 


‘** Fixed Trusts,” by Mr. E. Cassleton Elliott, F.S.A.A.., 
Past President. 


** Insolvency,” by Mr. Charles M. Dolby, F.S.A.A. 

** Preparing of Accounts from Incomplete Records,” 
by Mr. W. J. Back, A.S.A.A. 

“ Costing in relation to Contracts on a Percentage 
Basis,” by Mr. W. H. Stalker, A.S.A.A. 

** Some Practical Aspects of Income Tax (sect. 34, 
Residence, Rules 19 and 21) and the Codification 
Committee’s proposals thereon,” by Mr. A. 
Goldstein, LL.M., Inspector of Taxes. 

‘** Public Speaking for Accountants,” by Mr. Richard 
A. Witty, F.S.A.A. 


The members of the Course were divided into 
eight groups. The whole of the members attended 
the lectures and after each of the first five lectures 
the members assembled in their respective groups for 
discussion of the subject matter of the lecture, 
Subsequent to the lecture on “ Public Speaking ”’ 
the members remained in hall and a number of 


36 Po ee = 389 
an sinnerman emanate ater 
the : 
on- 
“ ee 
sty 
ety aid 
ign 
A, 
um 
»V 
the 
ety 
to ee 
rial 
na- 
ne, 
ted 
ath 
.D, 
the 
ncil 
the 
, at 
ins 
ead 
ha 
the 
, a 
an FS 
jon, 
rdie 
te ee 
He 
“ge, 
in 
ing 
and 
iter 
ree 
we, 
a ee 


390 THE INCORPORATED ACCOUNTANTS’ JOURNAL. 


[AuGusT, 1936 


speeches were given by members of the Course as an 
illustration of public speaking. 

The chairmen and secretaries of the respective 
groups were as follows :— 


Group. Chairman. Secretary. 
A. Sir Stephen Killik, W. D. Menzies 
G.B.E., K.C.V.O. 
B. Walter Holman D. Mahony 
C. E. Cassleton Elliott Miss Phyllis 
Ridgway, B.A. 
D. Richard A. Witty W. G. Lithgow 
E._ E. Baldry H. Basil Sheasby 
F. Alexander Hannah Miss Irene G. 
Chapman 
G. Perey H. Walker C. V. Best 
H. Oswald Coope, M.C. S. W. Hanscombe, 
M.B.E. 


DINNER IN CAIUS COLLEGE. 


On Friday evening, July 3rd, a number of guests 
were invited to dine with the members of the Course. 
Among the guests and members present were :— 

Mr. R. Wilson Bartlett, J.P. (President), The Vice- 
Chancellor of the University of Cambridge, Professor 
P. H. Winfield, Mr. Walter Holman, Sir Stephen Killik, 
G.B.E., K.C.V.O., Mr. C. R. Macdonald, Rev. Paul Gibson, 
Sir Thomas Keens, D.L., Mr. O. V. Guy, M.C., Mr. E. 
Cassleton Elliott, Miss P. E. M. Ridgway, Mr. Raymond 
Steyn, Mr. R. Cade, Miss A. Bradbury, Dr. A. L. Peck, 
Mr. H. A. Wootton, Mr. Richard A. Witty, Mr. E. Furnival 
Jones, Mr. A. Goldstein, Dr. Clement C. Gatley, Mr. C. D. 
Morpeth, Major G. MacLeod Ross, M.C., R.E., Mr. A. 
Stuart Allen, Mr. J. Stirland, Mr. Percy Toothill, Major 
Vivian Dykes, O.B.E., R.E., Mr. F. Woolley, J.P., 
Mr. A. A. Garrett, M.B.E. (Secretary), Mr. Alexander 
Hannah, Major S. T. Tunbridge, Mr. A. G. Emburey, 
Mr. T. O. Morgan, Mr. A. R. Butcher, Dr. W. J. Busschau, 
Miss E. Doubble, Mr. E. Baldry, Mr. G. Roby Pridie, 
Rev. James R. Pridie, Dr. P. V. Stevenson, Mr. J. E. 
Spoors, Mr. W. Bertram Nelson, Mr. W. T. Manning, M.C., 
Mr. A. Macdonald, Mr. D. V. Hayden, Mr. F. A. Webber, 
Mr. O. Coope, M.C., Mr. Claude Goodwin, Mr. P. A. Hayes, 
Mr.W.H.Stalker, Mr. Ernest E. Edwards, Mr. A. H. Hughes, 
Mr. Percy H. Walker, Mr. W. J. Back, Mr. S. Scotter, 
Mr. C. M. Dolby, and Mr. J. R. W. Alexander. 

The President received the guests in the Fellows’ 
Combination Room, which had been kindly lent for 
the evening. The President and guests then pro- 
ceeded to high table in hall, where all the members 
had assembled for dinner. 

The Loyal Toast having been duly honoured,— 

Mr. Watrer HoLtman (Vice-President of the 
Society) proposed the toast of “The University 
of Cambridge.” After a humorous reference to 
the ascendancy of Cambridge in the Boat Race, 
he said he preferred the words “ seat of learning ” 
to the word “ university,” because they seemed to 
convey better the old-world charm of the place 
and to describe its functions more accurately. To 
him, the words “seat of learning” implied the 
absence of compulsion, and he thought that therein 
lay the difference between a school and a university. 
The old saying that you can take a horse to the water 
but that you cannot make him drink, had its special 
application to education, but at school a scholar, 
however unwilling, could hardly avoid taking a few 


sips of the fount of knowledge, whereas an under- 
graduate of a university could refrain altogether 
from working and from learning if he so desired. 
Mr. Holman approved this freedom because by its 
exercise the best results of education were obtained, 
and he pointed out that although a university did 
not compel work, it did offer inducements in the 
facilities, the atmosphere and the comradeship 
provided. It was these things which gave value to 
the course which they were so greatly enjoying, 
and he expressed the deep appreciation of the 
members to the Master and Fellows of Gonville 
and Caius College for the opportunity afforded to 
them, to the Assistant Treasurer of the University, 
Mr. MacDonald, for his welcome on behalf of the 
Vice-Chancellor at the opening of the Course, and 
to Miss Bradbury, who represented the College. 
Mr. Holman continued: What impresses a visitor 
to Cambridge most is the evidence of tradition 
and of continuity. For hundreds of years these 
colleges have stood, the scene and the means where 
and by which generations of men and women have 
received and passed on the torch of human know- 
ledge, and we who belong to a young profession 
and to a Society whose traditions are in the making, 
may well ponder the truism that a _ university, 
because it is a place of privilege, is also a place of 
responsibility. In coupling with the toast the name 
of the Vice-Chancellor of the university, the Master 
of Clare, the speaker emphasised the fact that as 
a Master of one of the Colleges, he was a fitting 
representative of the academic side of the university, 
while the fact that he had represented the university 
in Parliament for some years was proof that he was 
in touch with the practical things of life with which 
they, as accountants, were normally concerned. 


The Vice Chancellor of the University (Mr. G. 
H. A. Wizson, O.B.E., M.A.,Master of Clare College) 
in the course of his reply, referred to the fact that 
before the appointment of professional auditors to 
the University he had held the office of Lay Auditor 
and was subsequently elected Treasurer of the uni- 
versity. The Vice-Chancellor stated that although 
none of them at Cambridge could overlook the import- 
ant and manifold purposes of the University of 
Cambridge, yet university administration and finance 
called for a good deal of time and attention, and he 
realised the importance of sound finance to both the 
university and the colleges. In that matter they had 
the advantage of professional advisers, including the 
Assistant Treasurer of the University, who was 4 
member of the accountancy profession. In regard 
to their Vice-President’s observations, undergrad- 
uates were hard-working people and a good stand- 
ard of work was expected from all of them. In 
speaking of some of the more recent developments 
at Cambridge, the Vice-Chancellor referred to the 
generous benefaction of Sir Herbert Austin, much 
of which would be devoted to the purpose of 
scientific research and the equipment of laboratories. 
He was gratified that professional bodies and others 
went to Cambridge for their deliberations, and on 
behalf of the university he extended to all who were 
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present at the Course a cordial welcome and a 
successful issue to their proceedings. (Applause.) 


Professor P. H. Winrretp, LL.D., F.B.A., St. 
John’s, proposed the toast of ** The Society of Incor- 
porated Accountants ” in a charming speech, illumin- 
ated with much humour and wit. He, as a lawyer, 
confessed to have little or no knowledge of financial 
matters and accounts, but he had a glimmering of 
knowledge and certainly some belief in one of the 
subjects treated at the course, namely, Insolvency ; 
and yet he was glad to say that he had been invited 
to be the treasurer of a number of clubs and societies 
in Cambridge, many of which upon his assumption 
of office were approaching that unhappy state. But 
because of, or in spite of, his complete and utter 
ignorance of financial matters after the passing of 
three or four years, he was glad to find that the 
bank balance was satisfactory and that they were 
coming out on the right side. (Laughter and cheers.) 
He recognised the importance of the accountancy 
profession and he congratulated the Society upon 
having completed 50 years of useful work in 
accountancy. 


THe PREsIDENT (Mr. R. Wilson Bartlett, J.P.), in 
response, said he was very grateful to Professor Win- 
field for his charming speech and for the kind things 
he had said. Professor Winfield had approached the 
toast with the sympathy and understanding of a mem- 
ber of the legal profession, with which Incorporated 
Accountants had many important and agreeable asso- 
ciations in their daily work. His principal purpose was 
to say how pleased they all were to see their guests, 
particularly the Vice-Chancellor, who, with many 
pressing calls upon his time, had been good enough 
to accept their invitation and to show his interest in 
the brief but valuable Course which the Society was 
enabled to give, through the kindness of the Master 
and Fellows of Caius. To the other members of the 
University and to the representatives of the Perse 
Schoo] and The Leys, he was delighted to extend a 
welcome. The Society was fortunate in being able to 
receive members of the Accountancy Profession from 
the British Dominions—Mr. Raymond Steyn and Mr. 
R. Cade, of Johannesburg ; Dr. Busschau, who would 
shortly return to South Africa after the tenure of a 
Rhodes Scholarship at Oxford ; Mr. A. R. Butcher, of 
Durban ; and Mr. C. D. Morpeth, from New Zealand 
—and some Officers of the Services, including one of 
the Assistant Secretaries of the Committee of Im- 
perial Defence. They hoped the guests would enjoy 
their visit to Cambridge and the proceedings that 
night and throughout the Course. Most professions had 
to face the problem of reconciling the claims of prac- 
tice and day-to-day work with the undoubted need to 
provide some means of professional education for their 
younger members. The Course had been organised 
mainly to meet that need, and for those who had 
qualified as Incorporated Accountants within the last 
ten years. He had considered from time to time 
whether the Society had done all that was possible to 
attract University men to qualify as Incorporated 
Accountants. The question was not free from diffi- 
culty, but he would like the Vice-Chancellor and the 


Secretary of the University Appointments Board, 
whom he was glad to see there, to know that the mat- 
ter was receiving their consideration. During the past 
year, in his capacity as President, he had had to 
attend many functions and to listen to many state- 
ments on the good or bad qualities of accountants. 
These statements included, on the debit side :— 


** They are deficient in the artistic temperament.” 

‘** They display a lamentable lack of faith in human 
nature.” 

‘“* They are hostile to the generous play of imagina- 
tion—particularly in a prospectus.” 

‘** They have a quality of detachment which enables 
them to calculate sur-tax without envy, and 
wind-up a bankrupt without remorse.” 

On the other hand, the credits were :— 

‘** They give skilled and honest advice on business 
problems unmoved by fear or by reckless ex- 
pectations.” 

‘They are the friends and counsellors of their 
clients.” 


Those meetings, in such pleasant and time-honoured 
surroundings, had enabled them to obtain a better 
understanding of their subjects. The Course would 
prove of considerable assistance to all members in 
their future work, and especially to the communal 
life of the Society, where sooner or later the younger 
members must come forward to carry on the work of 
the present leaders. There was happiness in remem- 
brance. They remembered with pleasure the previous 
Course at Caius in 1934; they would carry away 
similar thoughts of the week spent there in 1936, and 
look forward to renewing their work in the year 1938. 
(Applause.) 

Str Tomas Keens, D.L., proposed the toast of 
the President, who briefly responded. 


On Thursday, July 2nd, a Lecture was delivered on 
FIXED TRUSTS 


BY 
MR. E. CASSLETON ELLIOTT, F.S.A.A. 
Chairman : Sir Stephen Killik, G.B.E., F.S.A.A. 


METHODS OF INVESTMENT. 

The number and variety of investments are almost 
unlimited. The circumstances in which people make 
investments change more rapidly than the methods 
open to them, but changes in economic conditions, 
whether of slow growth or more rapid, give rise 
to new ideas, new fields and new methods for 
investments. 


The growth of fixed trusts is an important illus- 
tration of the development of new methods of 
investment, and is a further link in the long chain of 
varying kinds of ownership rights. 

Perhaps I should say at the outset that investment 
business is the direct concern of stockbrokers. It is, 
however, essential for the proper discharge of our 
professional duties as Incorporated Accountants that 
we should be familiar with, and understand, the 
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various methods commonly adopted in the investment 
of money. 

No such thing as absolute security exists in this 
uncertain world, but there are two sound principles 
in regard to investments which we ought to keep in 
mind :— 

(a) The object of investment is to secure income, 

and if possible an increasing income ; 

(b) Scarcely less important is security and liquidity 
of capital ; that is to say if the investor at any 
time wishes to realise his investment, there 
should be a good probability that he will be 
able to obtain upon realisation at least the sum 
which he originally invested. 

High class securities, such as those issued by the 
British Government, largely satisfy condition (a). 
But in a long period of cheap money the Government, 
in the interests of the country, takes advantage of 
any opportunities for the conversion of loans to a 
lower rate of interest—a general tendency which 
operates to reduce the investor’s income. The same 
process may considerably augment the market price 
of his capital, but this is a capital accretion, upon 
which the investor hesitates to draw. 

As regards security of capital, for short periods 
British Government  securities—frequently called 
** gilt-edged ’"—are first class. Over long periods 
this is less true, because financial and economic con- 
ditions may change to such an extent that invest- 
ment values may descend or ascend to an entirely 
different level. 

There are varying classes of investments in bonds 
and debentures of companies, where the interest 
offered is generally higher, but security of income and 
capital is less assured, and an unlimited variety in 
shares of industrial and other companies, particularly 

ordinary shares, ee are commonly known as 
Equities. 

Another method of investment gives the individual 
investor an indirect instead of a direct ownership of 
shares of an industrial enterprise. The most familiar 
example of this is the Holding Company type of 
organisation, involving sometimes mutual and re- 
ciprocal holdings which obscure the actual owner- 
ship of each concern. The growth of fixed trusts is an 
important illustration of this tendency. 

The Companies Act was intended to secure certain 
rights to the real owners of a concern, who are 
normally the shareholders. The developments I have 
mentioned lead to doubts whether the law is sufficient 
to attain its object where ownership is indirect. 

THe Risk-SPREADING PRINCIPLE. 

Investments of the less secure type are not all 
subject to the same degree of variation and risk. 
A well-to-do person with considerable capital at his 
disposal, by judicial choice of investments of the 
non-gilt-edged kind, can “ spread his risk.” He can 
assume that among a large number of investments 
some are likely to do exceptionally well, and these 
will off-set those which turn out unexpectedly badly. 
It must be remembered that investments are also 
subject to more general influences, and in the recent 


depression few types of securities escaped. But in 
normal times the principle of risk spreading may be 
accepted. 

Mr. J. M. Keynes, for whose original thought and 
views the financial and economic world is under a 
debt, declared some years ago his faith in an invest- 
ment policy which included a substantial proportion 
of ordinary shares. He pointed out that commercial 
and industrial securities formed a large and im- 
portant section of the investment market, and that 
equities, after due allowance for the risk involved, 
were normally undervalued in relation to bonds, and 
therefore should afford a better return on the capital 
invested. But knowledge and careful selection are 
necessary, and to ensure stability the fund should 
be spread over a number of investments of widely 
differing character. We have become familiar with 
the risk-spreading principle. It is clear, however, 
that it is open only to the large investor, whether an 
individual or a company, and not to the investor 
whose total capital is too small to be divided for 
investment purposes into more than two or three 
portions of reasonable amount. 

The principle of risk-spreading has been well 
known for many years in connection with high- 
class investment trust companies, groups of which 
have a long and honourable record. But speaking in 
general terms, these companies have never attempted 
to popularise their own stock, which is in rather 
large denominations, and therefore beyond the reach 
of the small investor. Moreover, they have had 
comparatively little publicity and may be quite 
unknown to many investors. In these companies 
wide powers are given to the directors, within the 
limits of the Memoranda of Association, to exercise 
their judgment in the choice of investments. 

THE CREATION OF THE FIXED Trust. 

I believe it is true to say that a number of similar 
investment companies in the United States of 
America have not such a good history. As a result, 
in the early twenties, the idea originated of creating 
a new channel for the investor, based on the risk- 
spreading principle. In order to prevent unwise 
changes in the underlying securities by the directors, 
the element of management was eliminated, and this 
was the beginning of the fixed trust. 

Briefly, the fixed trust announced that it would 
invest funds entrusted to it by individual investors 
in the securities of certain specified companies, and 
those only. The amount of the holding in each com- 
pany was stated. The securities would not be sold, 
and each individual investor would have a share in 
those investments for a fixed period of years. When 
dividends had been passed, the security could be 
sold, but by then the depreciation was very heavy. 
The slump in America came, and so long as any divi- 
dends at all were paid the directors of fixed trusts 
were unable by the constitution of the trusts to do 
other than let the investments remain. These in- 
vestments were subject to enormous depreciation 
under slump conditions, and the purely fixed trust 
idea, as providing safety with risk-spreading, lament- 
ably failed. It failed because the trust was irrevocably 
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committed to specific investments, which could not 
be sold, except in cases of default, even when it was 
obvious that in the interests of the sub-unit holders 
jt was no longer prudent to retain them. 


RECENT INVESTMENT CONDITIONS IN GREAT 
BRITAIN. 

It is relevant to consider the extraordinary and un- 
paralleled monetary and investment conditions which 
have obtained in this country during the last few 
years. 

In the depth of the depression, when trade was bad, 
taxation high, and monetary conditions uncertain, 
the investment market and the investor suffered from 
a widespread lack of confidence. The extent to which 
many securities depreciated was out of all proportion 
to inherent earning powers, both present and potential. 
Few had the courage to invest their money in other 
than the safest securities, and the “ safety-first ” 
investments—gilt-edged securities and deposits in 
savings banks and building societies—enjoyed phe- 
nomenal popularity. The investor in equities had had 
a bitter experience which he remembered. 


The result was that investors in many safety-first 
investments could have secured an accretion of 
capital, but for new investment money in gilt-edged 
securities, the return obtainable was and is extremely 
low. Cautious investors naturally hesitated to use 
capital appreciation for income purposes, but a return 
of confidence both in trade and in financial conditions 
was essential if equities, and indeed finance and 
industry, were to have a fair chance. 


THE BEGINNING OF FrxED TRusTs IN ENGLAND. 

The idea of the fixed trust as demonstrated by 
American experience, and the opportunity offered 
by the low prices of industrial securities, combined 
with the principle of risk-spreading, appealed to some 
intelligent minds. Could the American idea of the 
definitely fixed trust, which eliminated all question 
of management, be modified so as to stimulate con- 
fidence in equities and offer opportunities for risk 
spreading to small investors ? To meet this position, 
the first fixed trust was formed in April, 1981. This 
was the First British Fixed Trust, whose panel of 
investments included twenty-four industrial securities. 
The management company was given power to sell 
any of the underlying securities if it thought fit, on 
the occurrence of certain contingencies specified in 
the trust deed. The proceeds of any such sale must be 
distributed in cash to the sub-unit holders, and not 
te-invested. 

Thus we find that the idea of eliminating securities 
which had become unsatisfactory was introduced, 
and this led to the adoption of a greater degree of 
flexibility, including powers of reinvestment, in subse- 
quent trusts which have been formed. To-day, 
therefore, the proper description of the movement 
as a whole is Fixed and Flexible Trusts. 


This idea has been developed until in some of the 
latest trusts the extent of flexibility introduced is 
very wide, and considerable powers of management 
are given to the managing companies. 


CONSTITUTION AND MANAGEMENT OF FIXED TRUSTS. 


The fixed trust as such is not governed by any 
specific Act of Parliament, and fixed trusts are not 
registered in any way. There are three parties to the 
constitution of a fixed trust: (a) the managing 
company, (b) the trustees, and (c) the sub-unit 
holders. The managing company is usually a private 
company, and in its hands is vested the control and 
management of the trust within the limits of the 
trust deed. The managing company enters into a 
trust deed with the trustees, who are usually a bank 
or an insurance company. Announcements in relation 
to fixed trusts have emphasised that the trustees are 
a bank or an insurance company ; this is, no doubt, 
a good point as far as it goes, but the trustees have 
no responsibility whatever for the management. 
Some considerable doubt has been expressed whether 
this was really understood by small investors. The 
duties of the trustees are rather those of custodians 
than of trustees in the usually accepted sense. The 
real control is with the managing company, and it is 
to the managing company that certain of the profits 
incidental to the fixed trust operations accrue. The 
investor, who is the sub-unit holder, purchases or 
sells sub-units of the underlying securities at prices 
fixed by the managing companies in accordance with 
the Stock Exchange quotations for the underlying - 
securities, to which are added certain specific charges. 


Tae METHOD OF OPERATION OF FIxED TRUsTs. 


The basis of investment by the managing company 
is one unit. To take the simplest form of fixed trust 
in this country, a unit would comprise a given 
number of shares in each of about twenty companies 
whose shares are quoted on the Stock Exchange, 
The prospective investor is informed of the com- 
position of one unit. A unit is broken up into a 
number of sub-units, say, 1,000. An investor in 
the fixed trust purchases through the managing 
company x sub-units, let us say twenty. That is 
to say, the purchaser of twenty sub-units is interested 
in the investments of the trust to the extent of 
20/1,000ths of all the shares comprising one unit. 
When a complete unit is purchased, the securities 
are held by the trustees upon trust. The trustees 
issue to the managing company the number of sub- 
unit certificates corresponding to the number of 
units represented by the investments, which they 
hold on behalf of the managing company ; or, more 
precisely, on behalf of the sub-unit holders. The 
trustees make themselves responsible for seeing 
that the number of sub-units in issue at any one 
time is correct. If one unit consisted of 1,000 
sub-units and an investor were to hold 1,000 sub- 
units, he would be entitled, if he wished, to exchange 
his 1,000 sub-units for the batch of investments 
comprised in one unit. A trust generally places 
some limit upon the number of units which it will 
hold. There is therefore a slight difference between 
investing in a trust which is not full, that is, one 
in which all the units have not been absorbed by 
the issue of sub-units, and investing in a trust which 
is full. An investor investing in a trust that is not 
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full is buying a new sub-unit. If he wishes to 
invest in a trust which is full he must buy a sub- 
unit which was previously held by another holder 
who wishes to sell. 


It is a feature of most fixed trusts that they 
undertake to purchase any sub-units which are 
offered to them for sale. The managing company 
can deal with the sales in one of two ways: (a) by 
marrying the sales to purchases, if purchasers are 
forthcoming, or (b) by selling on the Stock Exchange 
for cash the underlying securities represented by the 
sub-units which are sold, and in this way obtaining 
cash. The price at which sub-units are sold is 
governed by the daily price of the securities com- 
prising a unit. I will deal later on in some detail 
with the question of the sale and purchase of units. 


There is a group of fixed trusts which will only 
undertake the sale and purchase of sub-units when 
the trust is full in cases where the investor is not the 
client of a stockbroker. Sub-units can be purchased 
or sold through stockbrokers and lists of the prices 
of sub-units of a certain number of the trusts are 
published in the newspapers, but they are not dealt 
in officially and the prices are not given in the oflicial 
lists issued daily by the Stock Exchange. 


There is generally a limit to the duration of the 
trust, usually between ten and twenty years. At 
the end of this period the trust is to be unwound, 
that is, the underlying securities comprising the 
sub-units are to be sold, and the proceeds distributed 
in cash to the sub-unit holders. In some cases 
provision is made for the sub-unit holders at the end 
of the life of the trust to authorise the formation 
of an investment trust company to take over all 
the underlying securities. The sub-unit holders 
would then receive shares in the investment trust 
company instead of cash in exchange for their 


previous sub-units. 


PAYMENT OF DIVIDENDS. 

Sub-unit certificates are either to bearer, with 
dividend coupons attached, or registered. Where 
sub-units are in registered form a dividend warrant 
is issued, on the back of which is printed the under- 
lying securities comprising a unit, the rate of dividend 
paid upon each holding, tax deducted, gross dividend 
and net dividend, and any cash received from bonus 
shares, if bonus shares are converted into cash and 
the amount distributed. The total dividends and 
the value of bonuses are aggregated and divided 
by the number of sub-units in a unit : thus a dividend 
per sub-unit is arrived at. Such bonuses may be 
of a capital nature and it is therefore necessary for 
accountants to keep this point in mind when auditing 
executorship accounts in which fixed trust invest- 
ments form part of the estate. 


When sub-unit certificates are to bearer the 
coupon is detached and presented through bankers 
to the trustees for payment. The cheque for the 
dividend is accompanied by a statement signed by 
_ the auditors, giving information similar to that 

afforded in the case of registered sub-unit certificates. 


SELLING METHODs. 

Each group of fixed trusts issues a booklet giving 
descriptive accounts of the various fixed or flexible 
trusts in the group, with the names of the managing 
company or companies and the names of the trustees. 
A list is given of the underlying securities comprised, 
or which may be comprised, in a unit, and a note of 
the past records of the trusts concerned. In some 
cases a brief account is given of the past record of 
the companies whose shares are the underlying 
securities. The information is prepared in an 
attractive and readable form, and is intelligible to the 
investor without a great deal of experience. Adver- 
tisements are also inserted in the newspapers. These 
generally show the dividends paid and the main 
features of the trust, but are more or less in the 
nature of an invitation to the public to write and 
ask for the pamphlets. With the possible exception 
of building societies, it is probably true to say that 
no other investment business in this country has 
been built up, as fixed trusts have been, by 
advertising. 

Points to be noted in the substance of the 
advertisements are: (1) the opportunity for risk 
spreading is emphasised ; (2) the invitation is mainly 
to the small investor ; (3) the yield offered compares 
favourably with the yield offered by safety-first 
investments; (4) the method of purchasing and 
selling sub-units is very simple; (5) the managing 
company undertakes to effect sales of sub-units. 

The multiplication of fixed and flexible trusts has 
stimulated considerable competition, and the focal 
point of the publicity and competition is the yield 
offered by the respective groups of investments 
which constitute units. Competition, of which the 
focal point is the yield offered, has considerable 
dangers, mainly in relation to the selection of 
investments for the trust’s portfolio. 


Tue Cost oF PURCHASING AND SELLING SUB-UNITS. 

The cost to the investor of a sub-unit on any 
particular day consists of the appropriate fraction 
of the aggregate purchase price of all the securities 
in the unit as quoted on the Stock Exchange, plus 
costs which would be incurred in making such a 
purchase, plus loading charge, plus an amount to 
make up the price of a sub-unit to the nearest 3d. 
The loading charge is to cover the cost of managing 
the trust throughout its life. If, therefore, a sub-unit 
holder only holds his sub-units for a comparatively 
short time, he loses the benefit of the loading charge. 


DEVELOPMENT OF FIXED AND FLEXIBLE TRUSTS. 
Within the short space of five years about 63 fixed 
and flexible trusts have been formed. Progress at 
first was slow: it was more than a year after the 
first fixed trust was formed before a second came 
into existence. The rate of increase in the last three 
years is shown by these figures of the number in 
existence at the end of each year :— 
1932... oe ‘* oe 3 
19383. oe ee -. § 
1934... - os -. 82 
ae ° -. 58 
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The latest reliable figure I can obtain indicates 
that about £50,000,000 has been invested in 63 
fixed and flexible trusts in this country. The 
amounts have come mainly from small investors. 
This is a large sum, but nevertheless is small com- 
pared with the aggregate sums invested respectively 
in Savings Banks, National Savings Certificates, 
Building Societies or Friendly Societies. Since this 
figure was published there has been (a) some slacken- 
ing in the formation of new trusts; (b) probably 
some reduction in the flow of money to the trusts 
and possibly some realisation of sub-units of the 
older trusts, perhaps influenced by the setting up 
of the Board of Trade Committee, and (c) less adver- 
tising. On balance there is probably little change. 


The fixed trust movement has doubtless led to a 
diversion of investment money from other channels— 
probably from the Stock Exchange, possibly, though 
to a lesser extent, from Building Societies and Savings 
Banks, where the yield has become very low. 


The rapid multiplication of these trusts and the 
amount of money which they have been able to 
attract is not merely a question of historical interest. 
It is a vital factor in the whole problem. The effect 
on the investment market of the eight trusts existing 
at the end of 1933 was probably insignificant ; the 
figures I have quoted show that the movement is 
now a factor of importance. What started as a 
small movement has assumed large proportions, 
amply justifying the attention it has received from 
a special committee of the Stock Exchange and a 
Departmental Committee of the Board of Trade. 


Comparison of the constitutions of the newer 
trusts with those of their predecessors reveals one 
significant tendency. The fixed trust with a 
limited portfolio of investments and with power to 
eliminate securities has developed into the flexible 
trust, sometimes with an extended panel of alterna- 
tive investments including shares of a wider range. 


The .present complete absence of regulation may 
possibly give place to a greater degree of control over 
the methods and operations of fixed trusts. This 
control may be either voluntary or possibly by 
legislation, one object at least being to deal with the 
problems which have arisen with the multiplication 
and growth of fixed trusts and to set up a common 
minimum standard. 


CuoicE OF UNDERLYING SECURITIES. 

When the fixed trust movement started, invest- 
ments selected as the underlying securities were 
mostly market leaders—shares of companies which 
had a good dividend record and a reputation for 
sound management and commercial policy. The 
selections were largely made from those companies 
Whose finances suffered least damage through the 
period of depression and had maintained dividends, 
though on a reduced scale. This policy was naturally 
followed by a number of later trusts. The shares 
selected on this principle were popular, and having 
regard to the obligation on the managing companies 
to arrange the sale of sub-units, it was desirable that 
the underlying securities should be readily realisable. 


The effect of this policy has been two-fold. First, 
purchases by fixed and flexible trusts in the earlier 
stages were concentrated on the shares of a small 
number of companies. I think it is fair to say that 
such purchases have strengthened the upward 
tendency of the market. Now, if this process were to 
be continued, it might happen that either one trust 
or a group of trusts would hold a majority of the 
issued shares in certain companies. This would 
place in the hands of the managing companies, by 
whom the voting power would be exercised, wide 
influence and control over the companies whose 
shares were held. For example, it would be quite 
possible for the managing companies to change the 
directorates of certain companies. As things stand 
at present, however, the sub-unit holders have no 
control over the managing companies. They do not 
hold shares in the managing companies, which are 
private companies. This problem of the duplication 
of share holdings is a serious one, and in the Stock 
Exchange Report it was recommended that the 
amount of any one security held by a trust when 
fully constituted should not exceed 2} per cent. of 
the total amount of the shares dealt in. Con- 
sidering the number of fixed trusts which hold 
duplicated shares, many have considered that this 
percentage is too high. You can appreciate from 
this general picture I have given, that purchases of 
shares made on behalf of fixed and flexible trusts 
tend to create bulges in market prices. 


I ask you to consider the reverse side of the picture, 
that is, when selling takes place. The casual sale of 
a comparatively small number of sub-units may not 
matter materially, but if there were disturbing news 
which created widespread loss of confidence, sub-unit 
holders might begin to realise in large numbers. The 
managing companies, having undertaken to dispose 
of sub-units, would probably be unable to find buyers, 
and they would be compelled to sell a large number 
of underlying securities for cash at a time when 
market conditions were unfavourable, a state of affairs 
which would be considerably accentuated by their 
own action and by the selling of the other fixed trusts. 
Sub-unit holders are not particularly well-informed 
upon investment problems, and their actions at such 
a time would not be dictated by the soundest judg- 
ment. On the other hand, the majority of sub-unit 
holders might remain, as so often is the case, 
apathetic and the compulsory sale of underlying 
securities would not arise. The real point is that the 
actual control of selling rests with the sub-unit 
holders, and the managing companies in such circum- 
stances would be powerless to avoid sales of large 
blocks of shares. In the case of investment trust 
companies, the directors would not be bound to sell 
shares held by reason of pressure from shareholders. 
The price of the shares of the investment companies 
under such conditions would undoubtedly be adversely 
affected, but the governing factor in regard to the 
investments held would be the sound judgment 
exercised and forward-looking view which the directors 
of the investment companies, in the light of their 
wide experience, would be able to take. Further, the 
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directors would be able to judge the market, and at 
the appropriate time might be able to buy, at very 
favourable prices, large blocks of good shares which 
had been thrown on the market. 

There has been discussion on the question whether 
a fixed or flexible trust should invest in shares in 
which there is a narrow market. Such shares may 
be purchased by blocks at certain times at favourable 
rates. Thus, they would offer a good prospect so 
far as dividend was concerned to the sub-unit holders. 
But, however good such shares might be, they would 
be subject to a substantial fall in price if they were 
sold in adverse conditions in a market which for that 
type of share is narrow at any time. An investment 
trust company, on the other hand, would not be 
compelled to sell such shares under temporary 
adverse conditions. 

PROBLEMS OF CONTROL. 

The fixed or flexible trust, treated as a whole 
is not subject to any special legislation or regulation. 
The real power of control—except the decision to 
sell sub-units—is with the managing companies. 
These are private companies and the sub-unit holders 
have no control whatsoever in regard to them. 

The managing companies are partly brokers and 
partly jobbers in regard to the purchase and sale 
of sub-units. Profits accrue from the loading charge, 
the jobbers’ turn, and the making up of the price 
of sub-units to the nearest 3d. It is stated that the 
sum represented by loading charge accumulated will 
be sufficient to cover all the expenses during the life 
of the trust. If sub-units are sold early in the life 
of the trust, the loading charge relevant to such 
sub-units may become mainly profit. One or two 
fixed trusts have given sub-unit holders a share in 
these profits, but it has been pointed out that in 
those cases the loading charges are somewhat high. 

A sum to cover management expenses is in some 
cases placed in escrow and used up in regular instal- 
ments during the life of the trust. 

The sub-unit holders have no power of corporate 
expression by attendance at general meetings. 
They do not receive any accounts of the managing 
companies, and thus have no knowledge of the profits 
made by such companies. General opinion is focussed 
on the necessity for some form of registration similar 
to that of joint stock companies, and for the filing 
of a prospectus for which the directors of the manag- 
ing companies should be responsible. It is also con- 
sidered by some that accounts and a return of sub- 
units issued should be filed annually. Publicity 
of accounts and registration should do much to reduce 
any temptation to abuse. 

It is not surprising that, having regard to the rapid 
growth of fixed and flexible trusts and the absence 
of any form of registration or any control by sub- 
unit holders, that questions should have arisen whether 
this state of things was not only undesirable but 
dangerous. Questions were asked in Parliament, 
and, as I have stated earlier, the Stock Exchange 
set up a Special Committee, which prepared a valu- 
. able report. A number of recommendations were 
made, but the Committee felt definitely that the only 


solution to the problem was by legislation. Following 
this, the Board of Trade appointed a Departmental 
Committee to hear evidence and report on all the 
problems involved. The personnel of the Committee 
was distinguished. It has completed the hearing 
of the evidence, but its report is now awaited. 

In the meantime an Association of Fixed and 
Flexible Trust Managers has been formed. Fixed 
trusts which are members of this association under- 
take to conform to the conditions laid down by it, 
which incorporate some of the measures recommended 
by the Stock Exchange Committee. The success 
of fixed trusts and public confidence in them mainly 
depend upon the integrity and the wisdom of the 
management. 

ConcLupInG REVIEW. 

In concluding, I will endeavour to sum up the 
advantages and disadvantages of fixed trusts as 
they appeartome. The advantages are as follows :— 

1. A new channel is offered to the small investor 
whose choice hitherto has largely been exercised in 
favour of savings banks, National Savings Certificates, 
building societies and the like, and who has had little, 
if any, experience of the purchase or sale of invest- 
ments through members of a recognised Stock 
Exchange. 

2. Fixed trusts may attract some money which 
might otherwise go to wild-cat schemes or bucket 
shop enterprises. 

8. The small investor is able to spread his risk 
and extend his range of investment from gilt-edged 
to industrial securities, without risking an unduly 
large proportion of his capital in any one concern. 

4. Directly or indirectly the small investor's 
savings are made available to commerce and industry. 

5. Fixed trusts afford the owner of small capital 
an additional opportunity to enjoy a share in the 
general prosperity of the country. Income derived 
from fixed trusts is less likely to be adversely affected 
by a rise in general prices than is the income from 
fixed interest bearing securities. 

6. A skilled investment service is provided by 
the managing companies for the benefit of sub-unit 
holders. 

7. The procedure of purchase and sale of sub-units 
is extremely simple. 

8. In most cases the managing company under- 
takes to re-purchase sub-units at any time. The 
sub-unit holder’s investment is thus readily realisable. 

9. Except where the extent of “ flexibility” is 
large, the sub-unit holder knows where his money is 
invested and can watch fluctuations in the market 
prices of underlying securities in the daily press. 

The disadvantages may be summarised as follows : 

1. Sub-unit holders, being mostly inexperienced 
in investment, may not fully understand (a) the 
extent of risk involved in an investment in fixed 
trusts, and (b) the limitations to the functions of the 
trustees. 

2. Simultaneous buying or selling of sub-units 
may force the managing company to buy or sell large 
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blocks of the underlying securities when market 
conditions are unfavourable. 

8. The sub-unit holders, although they are the 
beneficial owners of the securities held, have no 
control over the conduct of the trust by the managing 
company. 

4. In the absence of statutory registration and 
control, the information available to sub-unit holders 
and prospective investors is limited at the discretion 
of the managers. 

5. The managing company’s expenses and remun- 
eration for the whole life of the trust are derived 
from the loading charges on sales of sub-units. In 
some cases.there is no essential safeguard to prevent 
the loading charge being to a large extent used up 
in the early years, although frequently a certain 
proportion is placed in escrow with the trustees. 

6. Competition between the various groups of 
fixed trusts may lead to the inclusion in the panel 
of investments of a speculative character giving a 
high income yield. 

7. Statements of the percentage return to sub-unit 
holders may include some capital items. 

8. Dividends paid to sub-unit holders sometimes 
include bonuses of a capital nature, the whole of 
which is treated by the recipients as income. 

9. The incidental expenses of purchase of sub- 
units are heavier than the corresponding expenses 
of investing the same capital in one security through 
the Stock Exchange; but it can be argued that a 
retail buyer always purchases at a higher rate than a 
wholesale buyer. 

10. At the expiration of the time appointed for 
the duration of the trust, the unwinding will necessi- 
tate the sale of blocks of shares at a time which may 
be unfavourable. 

11. The cost of lavish advertising is borne by the 
sub-unit holder in his loading charge. 

12. Large profits are made by the managing com- 
panies in managing funds belonging to a large number 
of investors. In some fixed trusts these profits are 
shared with the sub-unit holders. In the case of 
investment trust companies, directors or managers 
are remunerated for their services by fees and/or 
salaries and commission on profits, the balance of 
profit belonging to the shareholders. 

13. As applicants to the managers of fixed trusts 
at the present time are mostly purchasers, the 
managers can marry the relatively few sales to 
purchases. Should this position change, prices 
must become wider than those now quoted, as the 
difference is now generally about sufficient to cover 
the loading charges. 

It is only right to observe that the Association of 
Fixed and Flexible Trust Managers, by defining a code 
of conduct for all members of the Association, has 
endeavoured to remove some of these disadvantages. 

There is a further most important factor, which 
may or may not be a disadvantage. Fixed trusts 
holding large blocks of shares can exercise a sub- 
stantial measure of control over the companies 
concerned, especially if they act together through 
the new Association of Fixed and Flexible Trust 


Managers. If not abused and exercised wisely, this 
control may be an advantage. Small investors are 
too often apathetic, but by wise action the combined 
voting power of the managing companies, which 
might otherwise remain dormant, can be effectually 
exercised on their behalf. The danger is that 
directors who are managing an industrial company 
successfully may lose that security of tenure at 
present possessed by them, which is so essential for 
continuity of policy. On the other hand, if a 
company hitherto prosperous experiences bad times, 
then the managing companies have an opportunity 
of taking considered and united action on behalf 
of the real owners and influencing its future policy. 
Finally, it should be observed that fixed trusts 
have begun their history at a time when there has 
been an uninterrupted rise in market prices of 
securities. They appear to have met a public demand 
on the part of the small investor, but they have not 
yet been subjected to the test of a period of depression, 
which might reveal weaknesses so far unsuspected. 


It may be relevant to inquire whether the 
facilities obtainable through reputable stockbrokers 
are sufficiently well known to investors of compara- 
tively small amounts, but in any case the fixed trust 
is so far the only means open to them to obtain the 
benefits of risk-spreading by direct investment. 

The position which led to the appointment of the 
Stock Exchange Sub-Committee was entirely due to 
fears of possible future developments. That Com- 
mittee has made a number of recommendations, 
some highly technical, which will no doubt receive 
the careful consideration of the Board of Trade 
Committee. The main conclusion reached was that 
effective action could only be taken by legislation, 
which should enforce proper publicity and the 
registration of all trusts. These measures are of 
value chiefly through the assistance they give to 
expert commentators, such as financial editors of 
newspapers, on whose advice the public is wont to 
rely. 

But legislation and control cannot ensure the success 
ofany movement. The prosperity of fixed and flexible 
trusts and the return to their sub-unit holders must 
depend ultimately on the earning power of the 
concerns whose shares are included in their portfolios 
—that is, on management and sound finance, and the 
prosperity of British trade and industry. 


Discussion. 


Group A.—It was pointed out that, owing to social and 
economic changes and the incidence of taxation, the source 
from which the savings which had provided new capital 
for industry in the past, namely the accumulations of large 
capitalists, had to a large extent dried up. The indivi- 
dually small savings of the “ lower orders” had been 
canalised into such forms of investment as Building 
Societies, National Savings Certificates, Savings Banks, 
Life Assurances, etc. The Fixed Trusts provided a channel 
for such savings to find their way into industry and 
clearly met a real need. It was stated that 80 to 90 
per cent. of the holdings of most Fixed Trusts were Ordin- 
ary Shares, which raised some doubt as to stability in 
time of financial stress, but even so the form of industrial 
undertaking most in need of capital supplies was not being 
fed. Although a guarantee of repurchase of sub-units 
was given in some cases, there was no guarantee as to the 
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price at which they would be purchased by the managers 
from the holders. And again there was nothing to prevent 
the whole of the loading charge being paid over to the 
private company, which provided management, in the first 
year instead of being spread over the whole period. The 
position when the life of the Trusts came to an end was 
discussed and the possible adverse effect on the market 
arising from large sales in that connection. The forma- 
tion of new trusts to take over was not a cure, as if market 
conditions were bad fresh money would not be forth- 
coming. 

Grovur B.—Consideration was given to the question of 
whether money available for investment in new speculative 
undertakings would be affected if investments in Fixed 
Trusts become widely popular. It was not considered 
that persons to whom the safety in investment was par- 
amount would be likely to finance new unde i of 
a speculative nature. The essential appeal of the Fixed 
Trust was to the small investor who desired safety. 
Attention was drawn to the fact that certain management 
companies were willing to purchase an investor’s unit or 
sub-unit if the investor so desired. The value of this 
factor became less as the volume of investment through 
each company grew. ‘The company’s capacity to purchase 
remained limited to its own share capital (plus perhaps 
reserves) and did not expand proportionately with the 
increase of business passing through the company’s hands. 
There was nothing to prevent the management company 
being a company with two issued shares controlled by 
directors of no substance. In fact the directors of the 
company might, for all the public knew, be men of straw. 
Regarded from an economic standpoint it might at times 
be advisable for the general good of trade that money 
should be available largely for investment in ordinary 
shares. The question of whether fixed trusts could be 
designed with sufficient flexibility to enable them to 
exchange holdings of, say, gilt-edged securities at such a 
time was a matter to be considered. It was thought that 
by reason of the numerous stock exchange dealings of the 
management company, the profits available for the 
managers could be very large. At the present time these 
profits were in nearly all cases appropriated by the man- 
agers and the investors supplying the capital received no 
share, even though the profits of the management might 
be very much more than the services to the investors 
merited. Fixed trusts at present operating in this country 
had mostly come into existence since the revival in trade. 
This had rendered their expansion and prosperity easy. 
They had not yet been tested in a period of depression. 
It was considered that the Fixed Trust investment 
system was a good thing for the small investor if proper 
safeguards could be devised, but that from point of view 
of the investor it was inferior to the already established 
type of investment company in that the control of the 
latter was in the hands of the shareholders. The super- 
iority of appeal of Fixed Trusts over the Investment Com- 
pany lay in the fact that under the former the investor 
felt himself to be the proprietor of an independent col- 
lection of shares readily marketable ; whilst in the case of 
the Investment Company the shareholder could not per- 
haps so easily find a purchaser of his shares. It was 
suggested that in order to give the investor some measure 
of control over the Management Company, a system 
should be devised whereby each unit-holder held a pro- 
portionate numher of shares in the Management Company. 


Group C.—The necessity for efficiency of management 
was emphasised and it was pointed out that a change 
of managers might prove detrimental. The fact was 
stressed that sub-unit holders had no hand in the manage- 
ment and no control over the managers’ fees, and this led 
to undesirable secrecy. It was significant that the move- 
ment was viewed with suspicion in some financial circles. 
The operations of the fixed trust on a falling market and 
the effect of the unwinding of a trust had not yet been 
seen. 


Group D.—It was considered that a possible danger 
arising from this movement lay in the fact that trust 
managers might obtain a considerable amount of control 


over the affairs of public companies. The possibility of 
such control had been strengthened by the formation of 
an Association of Managers of Fixed and Flexible Trusts, 
While it was appreciated that this might be preferable 
to the apathetic attitude of the majority of members of a 
public company, there was nevertheless the possibility of 
abuse. The movement caused to some extent the passing 
of control from those actually providing capital to man- 
agers of whom the sub-unit holders had little knowledge. 
It was also felt that large-scale buying operations by 
fixed trusts have had considerable effect on share price 
movements during recent years and may have been 
responsible for raising certain values to figures which are 
not justified. While there were advantages in the fact 
that the permanent holdings of fixed trusts reduced short- 
term fluctuations in share prices they might at the same 
time create false values. It was a that 
share prices and dividends during recent years enabled 
the fixed trusts to show very favourable records which 
many small investors believed to be more or less per- 
manent. It was felt that supervision might be required 
in future over the fees charged by trust managers for their 
services and that some measure of disclosure of accounts 
might be desirable. It was suggested that the ordinary 
investment company had most of the advantages of the 
fixed trust and fewer disadvantages. In the case of the 
investment company the risk might be equally well 
spread and in addition the investor received accounts and 
had the privilege of exercising a certain amount of control 
over the directors whose position was very different from 
that of the trust manager. 


Group E.—It was that, although there seemed 
to be some public demand stimulated by extensive adver- 
tising, fixed trusts were really an unnecessary and unduly 
complicated form of investment in which the disadvan- 
tages outweighed the advantages, while there was the 
— lack of proper legal and Government control. 

t was felt that a danger arose through the Association of 
Fixed Trust Managers, inasmuch as the members thereof 
could pool their voting powers and exercise influence 
upon companies that might be against public policy. 
It was felt that sub-unit holders should have more power. 
The fact that trusts were being floated while there was 
an upward tendency in the stock market was noted, 
particularly when it was remembered that at the end of 
the trust all securities had to be sold, thus depressing 
the market in many first-class securities. The result of 
this would probably be that fixed trusts at the end of their 
term would probably to be converted into ordinary 
trust companies, so the sub-unit holder would merely get 
paper for paper, which would be against his interests and 
the original intentions of the fixed trust. Finally, it was 
agreed that if a client was recommended to invest money 
in fixed trusts and the accountant received a commission 
from the company for this introduction, such commission 
should be disclosed to the client. The general feeling of 
the group, however, was against the acceptance of any 
such commissions. 


Group F.—Reference was made to the relation of the 
sub-unit holder to the managers, who were not known to 
the investor, and the use in advertising the trust’s business 
of the name of the bank trustee in prominent letters, 
which, itwasthought, might mislead investors--particularly 
the small investor—who might not be able to distinguish 
between the meaning of trustee in the accepted sense, 
with all its responsibilities, and custodian trustee, which 
seemed to be the duty of the bank trustee. In certain 
advertisements attention was directed to the fact that 
income tax was deducted at the source from the income of 
the trusts. Later on, the statement gave the gross income 
yield without reference to tax deduction, in contrast with 
building societies who advertised the net yield. So far the 
trusts had experience only of buying on a rising market, 
and their experience of a falling market had yet to be 
learnt. 


Group G.—It was that fixed trusts supplied a 


need, particularly as far as the small investor requiring some 
expert assistance in investing his capital was concerned, 
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and if legal restrictions were imposed on their formation 
and management their existence would be advantageous. 
The management of fixed trusts by a limited liability 
company with a small nominal capital was criticised, and 
it was considered necessary that personal liability should 
be enforced on the directors or that a deposit should be 
as in the case of life assurance companies. The 
lack of control over the ment, who had no super- 
vision by Act of Parliament, shareholders or Stock Ex- 
» Was criticised. The fact that the sub-unit 
holders had no control or no method of expressing their 
grievances as in the annual general meeting of an ordinary 
company was also criticised and it was thought that a 
shareholding, possibly of preference shares in the manage- 
ment company, should be given to the sub-unit holders. 
They would then be entitled to see the accounts of the 
ment company, attend meetings, and have a vote 
on the remuneration of the directors, which they had not 
at present. A further suggestion was that in order to 
give the sub-unit holders a voice in the affairs of the fixed 
trust, the Board of Trade and Stock Exchange Com- 
mittees, together with others interested, should draw up a 
standard form of trust deed giving the trustees power to 
call meetings of the sub-unit holders in certain events. 
It was also thought that this standard deed should specify 
the duties of the trustees and that the extent of their 
supervision should be published. Figures from the 
Economist of March, 1936, were given showing the duplica- 
tion of investments by fixed trusts. The ger of the 
control of certain large companies passing into the hands 
of the fixed trusts managers was discussed. With their 
present organisation through their own association this 
was considered a real danger, and it was thought that the 
Stock Ex Committee’s suggestion of limiting a 
fixed trust’s holding to 2} per cent. of a company’s capital 
had allowed the figure to be rather higher than was 
advisable. It was further suggested that the literature 
issued to the public should be subject to similar rules to 
those existing for the issue of a prospectus, and that 
similar liabilities should attach to the directors for mis- 
representation of fact. Considerable fears were expressed 
as to the effect of selling in large quantities by sub-unit 
holders when the Stock Exchange prices were already 
falling. 


Group H.—It was considered a source of danger that 
the holders of sub-units had no voice in the control of the 
trust, but were almost entirely in the hands of the 
managers. It was considered undesirable to refer to banks 
or insurance companies as acting as “‘ trustees,”” inasmuch 
as they had very limited powers and liabilities, and that a 
better term would be “custodian”; that it was un- 
doubtedly the case that the general public considered that 
the name of a leading bank or insurance company indicated 
a greater measure of control and responsibility on the part 
of such bank or insurance company than was actually 
the case. 


A Lecture was then given on 
INSOLVENCY 


BY 
Mr. CHARLES M. DOLBY, F.S.A.A. 
Chairman : Mr. Walter Holman, F.S.A.A., Vice-President. 


To the lay mind the word “ insolvency ” has but 
one general interpretation, being used indiscriminately 
and synonymously with the word “ bankruptcy,” 
which again to the lay mind is intended to convey 
only the very general meaning of ‘* one who is unable 
to pay his debts.” This definition is not in lay usage 
even modified by the addition of the words “ as and 
when they fall due,” which, to the technical mind, is 
a modification of the greatest possible importance. 

To us engaged in the profession of accountancy, 
“insolvency” has a definite technical meaning, 


particularly as consideration is required as to which 
of a great variety of forms of procedure is the one best 
to be adopted in the particular circumstances of each 
case. No apology is made for stating that the subject 
is so vast that it is impossible to do more than to 
select for consideration a few of what are thought to 
be the most important and interesting practical 
points. 

Although it is not proposed to adopt any particular 
method of treatment, there seem. to be two main 
divisions into which insolvency falls. 

(1) Insolvency of the private trader, as distinct 

from 

(2) Insolvency of the more impersonal form of 

trading, viz., a corporation incorporated under 
the Companies Act. 

Without unduly emphasising the point, it is obvious 
that the former requires an entirely different form of 
procedure from the latter. 

Before mentioning the various forms of procedure 
which are commonly available in each of the two 
divisions mentioned, it seems not too digressive to 
suggest that whichever form of procedure is ultimately 
found to be the best in the circumstances, full con- 
sideration will first be given to the possibilities of a 
financial reorganisation. 

It must be within the experience of most practising 
accountants that occasionally what at first sight 
appeared an insolvency has, on examination, proved 
to be essentially a case for a healing physician, and 
not for an undertaker. It is not possible to do more 
than briefly refer to this aspect of the subject, but 
it does appear necessary that mention of it should be 
made. After all, if one insolvent business out of fifty 
can be reorganised, the time given to considering such 
a possibility in all of the fifty will have been amply 
justified. 

Having, unfortunately, been impelled to suggest 
some form of insolvency procedure, what alternatives 
are open ? 

Take the first of the two main divisions into which 
have been divided the possible alternative forms of 
procedure open to consideration, i.e., the private 
trader. 

In this category there are two principal methods 
open to us: 

(a) Bankruptcy under the Bankruptcy Acts, 

1914/1926, and the accompanying rules. 
(6) A Deed of Assignment under the Deeds of 
Arrangement Act, 1914, and its rules. 

There are, of course, other forms of procedure 
available, such as Deeds of Inspectorship and Letters 
of Authority, just to mention two. It is impossible 
to deal with what may be termed these subsidiary 
methods beyond mentioning that in very small in- 
solvencies, where the assets are of little value, the 
liabilities are in reasonable proportion thereto, and 
no necessity arises for an investigation into conduct, 
the realisation and distribution of assets under a 
Letter of Authority is an economical and efficient 
form of procedure. In order to conform with the legal 
principle of accord and satisfaction presented in these 
cases, it is suggested that the accountant engaged 
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distributes the dividend by cheques drawn on a 

banking account in his own name (suitably earmarked) 

requiring from the creditor in exchange for the divi- 

dend, a receipt in some form similar to the following : 

Received from A.B. (the Accountant) the sum 
shillings and 

consideration for the Transfer to him of my debt 

shillings and 
pence owing to me by C.D. (the 

Debtor), and I undertake to assign such debt to the 

said A.B. on his requesting me to do so, and at his 

expense. 
[Stamp.] 

Obviously, such a method only binds those creditors 
who receive the dividend. Provided such cheque was 
accompanied by a letter setting out the terms and 
conditions embodied in the form of receipt, on the 
cheque being endorsed by the creditor and paid to the 
credit of his banking account, he will be deemed to 
have accepted it in full settlement of his claim, al- 
though he may not have signed the form of receipt, 
provided, of course, that the transaction is in good 
faith, and that the creditor has not been induced by 
misrepresentation or fraud to negotiate his dividend 
cheque. 

In considering which of the two main methods of 
procedure mentioned above should be adopted in the 
event of a private trader being involved, there seem 
to be at least two important points upon which the 
consideration should turn, namely : 

(1) Is the business capable of being sold as a 

** going concern ” ? 

(2) Has the conduct of the debtor been such as 

to require punitive action to be taken ? 

If the answer to Consideration No. 2 is in the 
affirmative, then bankruptcy should be insisted upon. 
It is only by this means that dishonest and illegal 
methods of conducting business can be eradicated, 
and justice obtained for creditors who have been 
swindled. 

If, on the other hand, the conduct, whilst being 
doubtful, cannot be said to be deserving of punish- 
ment, then Consideration No. 1 should be given full 
weight. The Official Receiver in Bankruptcy is very 
loth to carry on any business even for a few days, 
whereas a trustee under a deed of assignment is often 
prepared to do so, if there is a reasonable chance of 
disposing of the business as a going concern. No one 
can deny the inestimable advantage of being able to 
sell on this basis. 

Very little impression is made on accountants of 
experience by the suggestion that a deed of assign- 
ment is necessarily a cheaper form of procedure than 
bankruptcy. On the contrary, unless a strong com- 
mittee of inspection is appointed, the deed of assign- 
ment can be far more expensive than a bankruptcy 
—that is, of course, to the creditors. 

There are many other considerations which may 
arise, such as : 

(1) The inability to take an assignment of after- 

acquired property. 

(2) The absence of powers to examine on oath a 

debtor who has executed a deed of assignment, 


or to examine any person suspected of having 
information about his affairs. 

(3) The legal position of the debtor in regard to 
claims of creditors who have not assented to 
the deed, and also of the debtor’s continuing 
liability for leases and other contracts carrying 
onerous covenants which have been excepted 
from the deed. 

The restriction which results from a trustee 
under a deed being unable to date-back his 
title under the doctrine of “ relation back of 
Trustees’ Title” applicable only in bank- 
ruptcy. 

The difficulty of effectively dealing* with 
settlements made by the debtor prior to the 
execution of a deed of assignment. 

The fact that an execution creditor in legal 
possession must be paid out by a trustee under 
a deed of assignment—possibly to the serious 
disadvantage of the general body of creditors. 


Each case must, however, be judged by its own 
circumstances, and in any event, the main object of 
this paper is to provide points for discussion, and not 
to argue each point exhaustively. 

The second of the two main divisions into which 
have been divided the possible forms of procedure 
comprehends companies incorporated under the 
Companies Acts of 1929. To keep the subject within 
reasonable bounds, it is proposed only to deal with 
companies limited by shares. 

There are, of course, the three alternative methods : 

(a) Members’ voluntary winding-up. 

(6b) Creditors’ voluntary winding-up. 

(c) Winding-up by the Court as a result of a com- 

pulsory winding up. 

A Members’ Voluntary Winding Up as defined by 
the Companies Act of 1929 was introduced to provide 
for the respectable demise of a solvent company. In 
so far as it is used for this purpose, it has many 
things to commend it, but it is a point for an interest- 
ing discussion as to whether or not the manifold 
possibilities of its abuse do not render necessary an 
early amendment of the Act in this connection. 

As to the arguments which can be used in support 
of either of the alternatives open for the winding up 
of an insolvent company, little can be said here. So 
much depends upon the circumstances of each par- 


- ticular case as to render a general discussion of little 


value. It may, however, be not wholly irrevelant to 
mention again the question of conduct, in these cases, 
of the persons concerned as the officers of the company. 
A compulsory winding-up order should be applied 
for where serious misconduct can be proved. 
Whilst it must be at once admitted that technically 
and strictly speaking, the appointment of a receiver 
(1) By way of equitable execution or 
' (2) Under a debenture deed, or by the Court ina 
debenture holders’ action, 
cannot be said necessarily to imply insolvency of the 
individual or limited company as the case may be, 
still it is not unusual to consider such appointments 
in a paper on this subject. 
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It may pertinently be asked ‘‘ What is meant 
by ‘equitable execution’?” and the question is 
more easily asked than answered. Obviously the use 
of the word “ execution ” suggests appropriation in 
some form of the assets of a debtor. Normally, 
“execution ” consists of a seizure and sale either 
by a Sheriff’s officer or other officer of a Court having 
jurisdiction, under a writ of fieri facias (abbreviated 
usually to fi fa) issued, maybe, as a result of an up- 
satisfied judgment. 

It is possible, however, that the only assets avail- 
able are such as to make this procedure legally im- 
possible. For instance, the only asset may consist of 
freehold or leasehold property which is the subject of 
a legal mortgage, thus rendering seizure and sale 
impossible. It is competent in such circumstances, to 
ask the Court (not necessarily the Chancery Court) 
for the appointment of a receiver by way of equitable 
execution. 

The only definition of “equitable execution ” 
seems, therefore, to become a description of the 
process in some such form as “ Equitable execution is 
equitable relief when execution at Common Law 
cannot be had.” 

The duties of such receiver when appointed are to 
receive the profits or rents and to discharge thereout 
the prior charges, such as ground or chief rents (if 
any), rates, and mortgage interest, and to pay into 
Court the surplus (if any). 

The receiver’s remuneration is fixed by the Regis- 
trar of the Court, and usually consists of a percentage 
of the income collected. He remains in office until 
the judgment debt is satisfied. 

A mortgagee can always, and without the assistance 
of the Court, appoint a receiver under proper circum- 
stances, and when the power to do so has legally arisen. 
Although this is not an appointment by way of 
equitable execution, the receiver’s duty is substan- 
tially the same. 

The only point that may arise is that of personal 
liability. It is suggested that in the case of the 
appointment by way of equitable execution, the 
receiver might be the agent of the execution creditor, 
and as such probably personally liable with a right of 
indemnity from the creditor. In the case of a mort- 
gagee, he would, no doubt, by the terms of the 
mortgage deed become the agent of the mortgagor, 
and thus be under no personal liability. This point 
affords scope for useful discussion. 

The appointment of a receiver under a debenture 
charged on the assets of a limited company as already 
indicated, may be by 

(1) The debenture holder in writing under the 

powers contained in the instrument creating 
the charge ; or 

(2) By the Court as a result of an application by 

the debenture holder. 

The question of the personal responsibility of a 
receiver may be very generally summarised as 
follows : 

If appointed by the Court or by the debenture 
holder whose deed does not specifically make the 
receiver the agent of the company, then the receiver 


is personally liable, with possibly a right of recourse 
to the debenture holder. 

Time does not permit of any incursion into the 
duties and powers of a receiver for debenture holders, 
but it is emphasised that a receiver cannot sell the 
goodwill of a limited company. This is only capable 
of being disposed of when the company is in liquida- 
tion, and with the concurrence of the liquidator. 

The various forms of insolvency procedure most 
prevalent have been mentioned, and whilst to a body 
of students studying for our examinations a detailed 
description of any one of these procedures would be 
of the greatest assistance, it is felt that such would 
not meet the present circumstances. After all, we 
are not concerned with that aspect of the subject, 
which can very well be culled from text-books, nor 
do we need to be reminded of the various time limits 
which are laid down for the discharge of specified 
duties under the Act, by which for the time being 
our existence is ordered. 

Rather, it is thought, would you be the more 
interested in having placed before you points of real 
practical importance and interest involving legal 
principles affording ample scope for discussion. 


LANDLORD, EXECUTION CREDITORS AND 
DISCLAIMERS. 

Perhaps it is hardly necessary for it to be men- 
tioned that a landlord is not a preferential creditor. 
The only creditors who are entitled to preferential 
treatment are those whose claims come within the 
provisions of Section 33 of the Bankruptcy Act, 
1914. 

Both in bankruptcy and under a deed of assign- 
ment, a landlord is perfectly entitled to levy distress, 
but by section 35 of the Act, his rights are limited in 
accordance with that section. 

A landlord may distrain both before and after 
either the making of a receiving order, or the execu- 
tion of a deed of assignment. The amount for which 
any such distress is available is limited by that 
section, but it is of paramount importance to remem- 
ber that he can distrain at any time. 

It therefore follows that a trustee may be called 
upon to give a personal undertaking to the landlord 
if he desires to avoid a distress being levied. The 
following questions then arise : 

(1) When should a trustee make himself person- 

ally liable for the rent ? 

(2) To what extent ? 

(3) In what form should such undertaking be 

given ? 

The answer to No. 1 is never—if he can possibly 
avoid doing so. If it is unavoidable, then it becomes 
necessary to deal with Questions 2 and 3. The 
extent of his personal undertaking depends on two 
factors : 

(a) How much does the distrainable rent amount 

to? 

(b) What is the likely net amount to be realised by 

a forced sale of the distrainable goods ? 

If the distrainable rent exceeds the likely amount 

of proceeds of sale, then the trustee can let the land- 
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lord distrain—unless of course it is considered worth 
the difference to maintain continuity of the business 
with a view to a sale of the goodwill. 

If the position is reversed, then, and then only, 
should the trustee give his personal undertaking, and 
in order to make this personal undertaking as imper- 
sonal as possible, the following form is suggested :— 

“I, A. B. (the trustee) hereby undertake to dis- 
charge out of and to no greater extent than the net 
proceeds arising from the sale of the distrainable 
goods and effects now upon the premises only the 
amount of the rent for which the landlord is legally 
entitled to levy distress upon such goods.” 

It will be seen that such undertaking leaves the 
trustee under no personal liability other than to see 
that the landlord’s claim is made the first charge on 
the net proceeds of sale. Under no circumstances 
should a landlord be paid out or an undertaking given 
after the distrainable goods are no longer on the 
premises. Once these goods have been removed, the 
landlord’s right of distress has gone, and he is an 
unsecured creditor for the rent provided the goods 
have not been removed clandestinely with an intent 
to avoid distress. 

It is also worth emphasising that one of the 
restrictions of that section prevents a landlord from 
distraining for rent payable in advance. 

It is, of course, well established that in general a 
landlord may distrain for rent in advance provided 
there is an agreement to pay rent in advance, but the 
section referred to specifically states that in bank- 
ruptcy the distress shall not be available for rent 
payable in respect of any period subsequent to the 
date when the distress was levied. 

It is quite open for the landlord to prove as an 
unsecured creditor in respect of any rent whether 
payable in advance or otherwise for which he has not 
been legally entitled to distrain. 

The position of a landlord in a company winding- 
up is very different from that in bankruptcy. 

Some time ago I was reading a report of a lecture 
which was given on the subject of ‘ Insolvency 
Practice,” and the following paragraph occurred :— 


““One of the most extraordinary effects of the 
Companies Act, 1929, with regard to winding-up, is 
the fact that, whilst it may prohibit a landlord from 
effectively distraining after the commencement of 
liquidation, and defines the commencement as_ the 
presentation of the petition in a compulsory winding 
up, and the passing of the resolution for winding up 
in a voluntary liquidation, sect. 238 of the Act very 
clearly instructs the company proposing to go into 
liquidation that it must send to the creditors by post 
a notice of the meeting of creditors simultaneously 
with the notices sent to the members. The effect, as 
you can see, means that the landlord as a creditor 
receives a notice of intended liquidation prior to the 
commencement ; therefore, if he acts promptly and 
distrains for his rent, he cannot be restrained, simply 
because his action is prior to the commencement of 
liquidation.” 

Section 268 of the Companies Act specifically deals 


with the point which the lecturer was endeavouring 
to make. 

Whilst the commencement of a voluntary winding 
up is for most purposes deemed to be the date upon 
which the resolution for winding up was passed, it is 
not so for other purposes. 

Without setting out in detail the provisions of 
sect. 268, perhaps it will suffice to quote the following 
extract :— 

268 (i). Where a creditor has issued execution 
against the goods or lands of a company, or has 
attached any debt due to the company, and the com- 
pany is subsequently wound up, he shall not be 
entitled to retain the benefit of the execution or 
attachment against the liquidator in the winding up 
of the company unless he has completed the execution 
or attachment before the commencement of the 
winding up: 

Provided that— 

(a) where any creditor has had notice of a meeting 
having been called at which a resolution for 
voluntary winding up is to be proposed, the 
date on which the creditor so had notice shall 
for the purposes of the foregoing provision be 
substituted for the date of the commencement 
of the winding up. 

It is therefore clear that although a landlord may 
have had the requisite notice of a meeting of creditors, 
the fact of serving him with such notice, so far from 
enabling him to make a hurried distress to the detri- 
ment of the liquidator, has actually the effect of pre- 
venting him from distraining at all. 

Whilst on the subject of distress, perhaps it is con- 
venient to deal briefly with the position of an execu- 
tion creditor under a deed of assignment which is 
entirely different from that of a landlord. 

As is well known, the precise time at which a 
deed of assignment is executed is to be included in an 
affidavit of due execution, which must be filed at the 
time of the registration of the deed of assignment. 

Now when a judgment creditor applies for leave to 
levy execution, and he is granted permission to do so, 
a writ of fi. fa. is issued by the Court to the Sheriff 
having jurisdiction, and the Sheriff must endorse 
upon such writ the time it was delivered to him, that 
being the moment from which the property of the 
debtor is bound. 

It is the respective times of the execution of the 
deed of assignment and the deliverance of the writ 
of fi. fa. which determine the rights of the trustee 
under the deed of assignment, as against the Sheriff's 
officer who is seeking to levy execution on behalf of 
the judgment creditor. 

If the deed of assignment has been executed, and 
by communication to a creditor has become irre- 
vocable, before the writ of fi. fa. was in the hands of 
the Sheriff, the trustee’s title is paramount, and the 
execution creditor cannot obtain seizure of the goods. 
On the other hand, if the writ of fi. fa. was delivered 
before the deed of assignment, then the trustee under 
the deed of assignment must make the best terms 
possible with the Sheriff’s officer if he wishes him to 
withdraw. 
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As an illustration of the next point of interest, the 
following suggestion was recently made quite ser- 
jously, and with little doubt as to its legality. 

A perfectly solvent company was embarrassed by 
a long and expensive lease of property, which it no 
longer required for the purposes of its business. It 
was suggested that it could avoid its liability by 
passing the necessary resolution for a member’s 
voluntary winding up. The liquidator, on appoint- 
ment, would immediately disclaim the lease under 
the provisions of sect. 267 of the Companies Act, and 
the company could then be reconstituted and con- 
tinue to trade without regard to the liability for the 
remainder of the lease. 

It cannot be too forcibly emphasised that the pro- 
visions dealing with the disclaimer of leases both under 
the Bankruptcy Acts and the Companies Acts are not 
to deprive the landlord of his right to damages 
suffered as the result of a disclaimer, but merely to 
protect a trustee or a liquidator against the personal 
liability which would fall upon him if the lease was 
not disclaimed. 


The Bankruptcy Acts and the Companies Act both 
make it very clear that nothing is to prevent the 
landlord proving against the estate in respect of 


injury arising as a result of a disclaimer. 


RaATEs. 

There seems to be some confusion of thought with 
regard to the rates which are preferential under 
sect. 38 (1) (a) of the Bankruptcy Act, 1914. 

Quite a general impression seems to be that in any 
event, if there is more than twelve months’ rates 
owing, the local authority is entitled to claim prefer- 
ential payment for one year’s rates. Probably this 
is due to the fact that in the case of income tax, 
dealt with under the same sub-section, the revenue 
authorities are fully entitled in any event to the 
preferential payment of twelve months’ income tax 
provided there has been a notice of assessment. 

If sect. 33 (1) (a) is considered carefully, it will be 
seen that with regard to rates, there is puyable in 
full “* all parochial or other local rates due from the 
bankrupt at the date of the receiving order, and 
having become due and payable within twelve months 
next before that time.” 

The vital words are “‘ due and payable.”” No doubt 
when the Act was originally drafted, the draftsman, 
by adding the words “and payable,” was only 
endeavouring to amplify the meaning of “‘ due.” At 
that time it was not a very common practice for 
local authorities to allow rates to be paid in more 
than one instalment. It was therefore very seldom 
that there was any difference between the time when 
a rate became “due” and when it became 
“ payable.” 

Having regard to the increasing growth of the 
modern system of paying rates by more than one 
instalment, it now becomes necessary to consider the 
question as to the exact difference between the time 
when the rate becomes “ due ’’ and when it becomes 
“ payable.” 

A rate may be said to hecome “ due ”’ immediately 


the resolution levying the rate has been passed by 
the local authority. 

For example, if a receiving order is made on 
April 30th, 1936, and the rates for the year ending 
March 3lst, 1936, levied, say, on April 20th, 1935, 
are still unpaid, then the local authority is only 
entitled to claim payment in full for the period from 
April Ist to 30th, 1936, because the rates for the year 
ended March 31st, 1936, have not become due and 
payable within twelve months next before the 
receiving order. 

The question then often arises as to whether any 
difference is made when the rates for the year ending 
March 3lst, 1936, are payable in two instalments, 
say, the first instalment on August Ist, 1935, and the 
balance not later than January Ist, 1936. 

The local authority concerned invariably insists 
that the first instalment not having become payable 
until August Ist, 1935, the whole of the rate is prefer- 
ential. It is suggested, however, that in such circum- 
stances, the demand note for the rate issued very 
soon after the levying of the rate should be carefully 
studied, and just as invariably will the trustee find 
the following or similar words :— 

“The rate is now ‘due’ and is hereby ‘ de- 
manded.’ In default of ‘ payment’ within seven 
days, proceedings may be taken for the recovery 
thereof without further notice.” 

It then usually goes on to say that to meet the 
convenience of ratepayers, however, although entirely 
without prejudice to the local authorities’ legal rights, 
settlement may be effected by two instalments. 

The local authority cannot have it both ways. 
If the rate became “due” and “ payable” only 
when the first instalment became payable on August 
Ist, 1935, then the wording of the demand note can- 
not be legally accurate when early in April, 1935, it 
says the rate is now due and demanded, and in 
default of payment in seven days, proceedings may 
be taken for recovery. 

It seems reasonable to suggest that the true legal 
construction of the wording on the demand note is 
that payment by instalments is merely a concession 
to the ratepayers, but expressly without prejudice 
to the legal position which is that the rates became 
due and payable at the date the rate was levied. 

If the local authority adopts the practice of levying 
rates half-yearly, as distinct from conceding payment 
by two or more instalments, then the rate does not 
become due and payable yearly. 


SECURED CREDITORS. 

When reading lectures or studying text-books, 
one is frequently given only information which can 
be found by a perusal of the second schedule of the 
Bankruptcy Act, which deals with proofs of debt and 
the rights of secured creditors. One seldom meets with 
information as to what the position may be if the 
security held by the creditor is of a collateral nature 
in that it belongs to someone other than the principal 
debtor. ~ 

It seems to be a fairly well-established principle 
that if a surety or guarantor discharges the liability 
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of the principal debtor, he is entitled to stand in the 
shoes of the creditor, and to assume all the remedies 
and rights which that creditor had. 

There may be, however, exceptions which might 
become vital and which very often materially affect 
the dividend payable to the general body of unsecured 
creditors. 

In all cases where a creditor has had the advantage 
of his account having been guaranteed by a third 
party, it is important for the trustee to inspect the 
form of guarantee which the creditor holds. 

Obviously it is impossible to express any opinion 
on the respective rights of the creditor, and the guar- 
antor, as all depends on the precise wording of the 
guarantee. 

There is, however, a form of guarantee in fairly 
general use by Banks where accounts have been 
secured in this manner. 

Under such guarantee the Bank claims the right to 
prove against the principal debtor’s estate even 
though the guarantee has been satisfied by the guar- 
antor having discharged his liability. 

As a useful basis for discussion it is here suggested 
that the Bank’s right to so prove is dependent upon 
the manner in which has been treated the cash 
received from the guarantor in discharging his 
liability under the guarantee. 

If the amount received has been credited to a 
separate account of the guarantor or to a suspense 
account, then the Bank’s right of proof seems to be 
well founded. 

On the other hand, should the amount have been 
credited direct to the debtor’s account, then it is 
suggested that the right to prove for the full amount 
has been lost. In practice it is usually found that a 
Bank is particularly careful to see that the debtor’s 
account is not so credited. 

Another point on this question of collateral security 
which requires very careful consideration arises where 
a partnership liability has been secured by the 
deposit of securities by one of the partners. 

Any surplus arising after the securities have been 
realised and the liability discharged, must be used 
first in the satisfaction of the separate debts of the 
partner to whom the securities belonged. Such surplus 
is not available for the creditors of the joint estate 
of the partnership. 

Whilst on the question of secured creditors, perhaps 
it may be of interest to remind you that securities 
deposited as security for a debt cannot be sold to a 
purchaser by the creditor holding such securities 
without the debtor or his trustee joining in the 
transfer or conveyance. 

Cases have been known where a friend of the 
debtor has given perhaps a little more than the 
market value for securities belonging to the debtor, 
and deposited with a Bank to secure an overdraft, 
in order to avoid the Bank realising the securities at 
a lower figure. and thus having the right to prove 
against the debtor’s estate. The Bank has trans- 
ferred the securities to the debtor’s friend, and the 
’ friend has been under the impression that he has 


thus been made the beneficial owner of these 
securities. 

The position is that the friend is actually in the 
same position as was the Bank, i.e., a mortgagee, and 
the debtor can always tender to the friend the 
amount of the debt which has been discharged, and 
claim the right to have the securities re-transferred 
to him, subject, of course, to the friend’s power of 
sale not having legally arisen and been acted upon. 

Another point of very vital importance in this 
question of secured claims is the possibility which 
arises of a debtor losing his qualification as a director, 
and never being able to regain it. It is perfectly easy 
to imagine something like this happening :— 

A, a director of a private limited company, desiring 
to borrow money from the Bank, for this purpose 
deposits his shares in the company as security for the 
overdraft. A signs a blank form of transfer in respect 
of his holding in the company, which of course is 
held by the Bank. 

A is subsequently adjudicated a bankrupt, and the 
Bank immediately lodges the transfer with the 
company for registration. 

B, A’s co-director, seeing the possibilities of obtain- 
ing control, agrees to register the transfer which is 
forthwith done, and the Bank becomes the share- 
holder. 

A, through his friends, raises sufficient money to 
pay all his creditors 20s. in the £, and obtains rescis- 
sion of the receiving order, and an annulment of the 
order of adjudication. He then tenders the amount 
of the Bank overdraft to the Bank, who signs a 
transfer and hands it to him for registration with the 
company. On presentation of the transfer to the 
company, B refuses to register the transfer, and A, 
who is in the position of never having been a bankrupt, 
is precluded from regaining his former position. 

These cases of the depositing of security are always 
full of pitfalls, and it is very seldom that one meets 
with two exactly similar cases. Very many more 
instances can be given of peculiarities which can and 
do arise in practice, but enough has been said to 
stimulate discussion on this aspect of the subject. 


GENERALLY. 

It has been the object of this paper to make it 
essentially practical, and also controversial, and of 
course it has been impossible to keep to any semblance 
of order in the points which have been touched upon. 
There are, however, one or two more points which do 
not come under any specific heading, but which 
perhaps might afford some scope for discussion. 

It has been well-established law for many years 
that a man can make a settlement in consideration of 
marriage, which puts out of the reach of the trustee 
in his subsequent bankruptcy, the goods comprised 
in that settlement. 

It is suggested for discussion that a bachelor with 
£10,000 worth of securities, and having liabilities of 
£12,000, decides that it is an opportune moment to 
take unto himself a wife, and does so. On the evening 
before his marriage he transfers to trustees the whole 
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of his £10,000 worth of securities for the benefit of his 
wife, and in consideration of the marriage. 

Within a short period, the length of which is 
immaterial, he is adjudicated bankrupt, and the 
trustee claims from the trustees of the marriage settle- 
ment the assets forming the settlement fund. 

What chance has the trustee of succeeding ? 

A great deal has been written from time to time 
about the iniquitous system of a limited company 
charging the whole of its fixed and floating assets by 
way of debenture, and thus leaving creditors whose 
debts were owing at the time of the creation of the 
debenture very often without any dividend at all. 

It is laid down that a debenture cannot be issued 
in respect of a past debt, but this is so, only provided 
that the company is placed in liquidation within six 
months after the creation of the debenture. It is 
very easy for a company successfully to defer liquida- 
tion for a short period of six months. Evasive letters, 
promises of cheques and other means are very often 
quite sufficient to postpone the inevitable liquidation 
beyond the danger period of six months. 

This matter is mentioned to emphasise the neces- 
sity for quick action on the part of creditors, if after 
creation of a debenture, they have the least suspicion 
as to the financial instability of the company. It is 
also mentioned to emphasise the fact that a debenture 
issued for a past consideration is not ipso facto a bad 
debenture. It only becomes invalid upon the com- 
pany going into liquidation within six months, 

Perhaps it would be an advantage if the law of this 

country was made coincident with that of Scotland, 
where it is not legally possible for a limited company 
to charge any of its floating assets by way of deben- 
ture. 
One section of the Companies Act, 1929, which 
perhaps is not widely known, but which can be 
extremely useful, is that which deals with the applica- 
tion for a stay of proceedings in a winding up. 

Application is made to the Court having jurisdic- 
tion, and it must be to the advantage of creditors 
and contributories before proceedings will be stayed. 

Once a stay has been ordered the company reverts 
to its former position, and the continuity of its 
existence is deemed not to have been broken. 

In view of the presence here to-day of women 
members of our Society, perhaps it is not inappro- 
priate to refer to the passing in August last year of the 
Law Reform (Married Women and Tortfeasors) Act, 
1935. : 

It will be remembered that prior to the passing 
of this Act, a married woman could not be made 
bankrupt unless she were carrying on a business. 
Such is no longer the case. 

The rapid emancipation of women in the social 
world which has taken place during the last decade 
has quite logically demanded that their legal position 
should be coincidently modernised. Under this latest 
Act, a married woman is now permitted to meet her 
own engagements and to discharge her own liabilities, 
failure to do so rendering her subject to the Bank- 
Tuptey Laws in all respects as though she were a 
single woman. 


Discussion. 


Group A.—In cases where a declaration of solvency 
was made and the company was subsequently found to be 
insolvent, it was agreed that there was no remedy against 
the directors unless it was proved that they made the 
declaration knowing it to be false or not caring whether 
it was true or false; also that it would be fairer if the 
onus of proof in this regard were thrown on the directors. 
Attention was called to the extent to which the provisions 
for the issue of debentures on the floating assets of a 
concern were being abused. An instance was given of 
the issue of debentures to the relatives of a person running 
a one man business, with the result that after a period of 
business at cut prices a considerable number and amount 
of unsecured debts had been run up, the creditors deprived 
of their dividend and the proceeds of the assets sold for 
the holder of the prior charges and utilised to set up the 
trader again as a private limited company. It was 
considered that the legal position needed tightening up. 

Group B.—Regarding the lecturer’s suggestions about 
winding-up under a letter of authority, it was pointed 
out that a danger existed where an Act of Bankruptcy 
had been committed by the debtor. It might so happen 
that, although the whole of the creditors wn to 
accountant making the distribution under the letter of 
authority had accepted the arrangement, some undis- 
closed creditor might place the estate in bankruptcy. 
If the funds for the distribution were provided by the 
debtor, as in fact they probably would be under the letter 
of authority method, then the accountant receiving the 
money from the debtor would have taken it with know- 
ledge of an act of bankruptcy, and could be compelled 
to pay the trustee in bankruptcy a sum equivalent to 
the amount received by him from the debtor, even 
though he might have already distributed this money 
to the creditors. The accountant should either obtain 
the money from a third party, or wait until a period of 
three months from the date of the meeting of creditors 
had elapsed. Even in the latter case there would still 
be the danger of the debtor having committed a further 
act of bankruptcy. The Deeds of A ment Act 
(Sect. 1b) requires that any instrument e by or in 
respect of the affairs of any insolvent debtor for the 
benefit of three or more of his creditors must be registered. 
Letters of authority were designed to circumvent this 
law, the excuse being a saving of expense and publicity. 
Unless registered there was always the danger of a creditor 
repudiating the arrangement as illegal. It was suggested 
that a safer way for the accountant would be to arrange 
that some friend of the debtor should provide the funds 
and take an i nt to himself (the friend) of each 
creditor’s debt. In this way the accountant would not 
handle any money directly provided by the debtor, and 
in the event of bankruptcy ensuing he would not be liable 
as an accounting party. The debtor’s friend would, of 
course, look to the debtor for repayment and take such 
risk as might exist. With regard to disclaimer of pro- 
perty burdened with onerous covenants, it was pointed 
out that a difference in procedure, almost amounting 
to difference in principle existed in the case of bankruptcy 
as compared with liquidation. For practical purposes 
disclaimer in bankruptcy amounted to filling up and 
filing at the Court three forms in addition to giving 
notice to the landlord or other interested person. In 
companies it was seldom possible in practice to obtain a 
disclaimer at all. When application was made to the 
High Court for leave to disclaim a lease, the liquidator 
was usually told that there was no object in disclaiming 
and that he should take steps to wind up the company 
with all possible speed. The dissolution of the company 
put an end to the company, and as one of the parties to 
the lease ceased to exist, the landlord had no one from 
whom to claim. The liquidator was merely the agent 
for the company, and the property did not vest in him 
unless by special order of Court on application under 
sect. 190. Where a landlord distrained it should be 
remembered that his rights were subject to the claims of 
preferential creditors and if the assets of the estate should 
prove to be insufficient to meet the claims of preferential 
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creditors for rates, wages, etc., the trustee or liquidator 
should make the landlord refund. 


Group C.—The attitude of Corporations in regard to 
arrears on utility services, such as electricity, telephone, 
etc., was discussed with particular reference to the fact 
that they generally refused to supply further services 
until the payment of arrears. The method of helping 
a debtor by obtaining a letter of licence was described, 
and it was considered desirable to obtain a covenant by 
the debtor to execute a deed of arrangement if required 
within a certain period. An interesting discussion on 
bankruptcy procedure in the Isle of Man revealed the 
fact that there was no Official Receiver and that the 
Court and not the creditors was in control. Remunera- 
tion did not exceed 5 per cent. and the audit of the 
accounts was conducted by the Attorney-General’s office. 
Reference was also made to differences in Scottish 
procedure. 

Group D.—Attention was drawn to the many informal 
compositions which in practice were arranged between the 
debtor and his creditors. The methods adopted for 
rendering these arrangements binding on creditors and 
providing a full discharge for the debtor were referred to, 
and it was felt that many of these arrangements would be 
found to be within the definition of the Deeds of Arrange- 
ment Act and should therefore be registered, although 
this was seldom done. The importance of giving full 
consideration to all cases where collateral security was 
concerned was discussed particularly in regard to its effect 
on the statement of affairs and to subsequent negotiations 
with bankers and others. In connection with company 
liquidation it was felt that the declaration of solvency 
introduced under the 1929 Act was liable to certain abuse 
owing to the difficulty of proving that a declaration made 
in respect of a company subsequently found to be in- 
solvent, was not in accordance with the knowledge and 
belief of the directors. With reference to debentures 
securing a floating charge, issued by an insolvent company 
within six months before liquidation, it was thought that 
where an unsecured loan was actually repaid and re-loaned 
to the company in consideration of the issue of a debenture, 
the transaction would if challenged fall under sect. 266 
of the Companies Act. 


Grour E.—The following points were considered :— 
(a) Evaluation of damages in insolvency ; (b) receivers 
and the set-off of debts after appointment against liabili- 
ties prior to such appointment ; (c) declarations of solvency 
by directors before voluntary liquidation. It was felt 
that the clauses concerning this matter in the Companies 
Act were ineffective ; (d) a payment on account of a 
statute-barred debt is not a fraudulent preference ; 
(e) bank overdrafts and undertakings from directors to 
execute when called upon a charge on the company’s 
properties is not a fraudulent preference, even if executed 
immediately before liquidation and with the knowledge = 
such impending liquidation ; (f) securities lodged again 
loans from brokers and the law of mortgagee seal eae aon 
gagor. If the security could not be returned a trustee 
could not sue for the balance. 


Group F.—Reference was made to the statement by 
the lecturer that the expenses of a deed of assignment 
were not always cheaper than bankruptcy. Doubt was 
expressed as to this, and it was pointed out that under a 
deed, the creditors obtained the trustee they wanted, 
whilst in bankruptcy it often happened that this was 
not so. Reference was made to the powers of the Board 
of Trade to take action in cases of suspected fraud, and 
it was stated that the Board of Trade was very chary 
of embarking on punitive measures, and if creditors took 
it into their own hands, they ran the risk of an action 
against them for malicious prosecution. The Scottish 
law prohibiting floating assets as a security for debenture 
holders was thought to be rather drastic, and a handicap 
to legitimate finance, but a suggestion was made that a 
debenture charged on such assets might be made voidable 
up to six months. | 

Group G.—It was 
a deed of arrangement was preferable 


that re-organisation and 
to insolvency 


wherever such a course was possible, and that the saving 
of a few businesses by so doing amply justified the failure 
to do so in many other cases. Debtors were blamed for 
the difficulty of resorting to a deed of arrangement 
through having left the matter too late in the hope that 
ae oe turn up. A defect in the provisions 
for Members’ Voluntary Liquidation was pointed out. 
When the directors’ declaration of solvency proved to 
be untrue no method of procedure against the 

for false declaration was readily available. 

action against a debtor was often avoided as the credi- 
tors were unwilling to put up the necessary money for 
the prosecution. It was ited that any meeting 
of creditors should be able to authorise that the papers 
be sent to the Public Prosecutor, who should then take 
the necessary action at the expense of the Crown. The 
unsatisfactory position of the trustee in a deed of arrange- 
ment as regards the passing of his accounts by the Board 
of Trade was discussed. It was suggested that the audit 
of such accounts should be dealt with much more expedi- 
tously than at present, and that the trustee, after a 
specified time, be granted a discharge as in bankruptcy. 
The lecturer’s statement regarding the trustee’s liability 
for rates was discussed, and it was suggested that no 
general ruling could be made, but that the words of the 
rate demand notice should in all cases be carefully perused. 
In view of the changes effected by the Law Reform 
(Married Women and Tortfeasors) Act in relation to the 
liability of married women, it was suggested that the 
Income Tax Act should now be revised, making a 
married woman liable in bankruptcy for her personal 
income tax. The difference existing between the bank- 
ruptcy and company liquidation practice was discussed, 
and it was thought that the anomalies which existed 
should be removed. 


Group H.—It was emphasised that a trustee under a 
deed of assignment who had decided to pay to a landlord 
arrears of rent must make sure that the goods upon which 
the landlord might distrain were of sufficient value to 
cover all outstanding rates and other prior charges. 
With regard to letters of assignment of debts to third 
parties, it was pointed out: (a) That these constituted an 
act of bankruptcy (i.e. an arrangement with creditors) ; 
(b) that the letters, although not registered, must be 
stamped ; (c) that it would be a dangerous practice to 
pay any creditor (who did agree) in full. Respecting 
marriage settlements, it was pointed out that a settlement 
of his assets by a debtor immediately prior to his marriage, 
although insolvent at the time, constituted a legal agree- 
ment valid as against a trustee in a subsequent bankruptcy. 


On Friday, July 3rd, a Lecture was delivered on 


PREPARING ACCOUNTS FROM 
INCOMPLETE RECORDS 


BY 
Mr. W. J. BACK, A.S.A.A. 


Chairman; Mr. E. Cassleton Elliot, F.S.A.A., 
Past President. 


To many accountants this is a matter of the greatest 
importance because of the number of their small 
trader clients, whose accounts are more or less in- 
complete and are entrusted to them for completion ; 
but the difficulty of a lecturer, to whom this subject 
is allotted, is its inevitable vagueness and the infinite 
possibilities of variety in incompleteness. It is 
usually possible to define and delimit a complete 
thing, but what constitutes incompleteness ? Tech- 
nically, the book-keeping is incomplete in cases 
where cash received and paid and also trading trans- 
actions are adequately recorded but the impersonal 
side of the posting is left for the professional account- 
ant to complete by writing up a private ledger; 
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it is not usual, however, to use the expression unless 
the records are much less complete than this. At the 
opposite end of the scale to such minimum incom- 
pleteness are cases like one of which I heard recently, 
in which a shopkeeper was proposing to sell his 
tobacco and sweetshop business and the prospective 
purchaser instructed an accountant to investigate 
and prepare some statements of working. The shop- 
keeper produced a neat record of daily cash takings 
which, on the basis of the percentage usual in that 
trade, would give a reasonable living, but he ex- 
plained that he had no record of the purchases, he 
had no bank account, he paid for his purchases out 
of his takings and took the rest. In response to 
enquiry, he assured the accountant that he kept all 
invoices and receipts on a file and gave him the file, 
but the simple addition of the invoice totals for the 
last year gave no confirmation of the total said to be 
cash takings. 

It is comparatively easy to deal with matters 
recorded in any fashion in the books of a business 
and to make the necessary corrections, but the task 
of a completer of the incomplete is usually that of 
discovering the things which are nowhere recorded, 
and dealing with them. 

It has been said on high authority that an auditor 
is a watchdog but not a bloodhound ; but the com- 
pleter of incomplete accounts must possess some, at 
least, of the qualities of the bloodhound or of the 
detective of fiction and must not be content with the 
pedestrian qualities of the mere watchdog. 

It is proposed to consider first the legal position in 
relation to account keeping and account com- 
pleting; the procedure to be adopted by the 
accountant ; some specimen cases for purpose of 
illustration and, finally, the report to be submitted 
by the accountant upon his work. 


1. LeGau PostrTion. 

It is well to have in mind, during the preliminary 
discussions with the client, the nature of the legal 
responsibilities which lie upon the conductor of a 
business in relation to the maintenance of accounts. 


Strange as it may seem, there is no statutory 
requirement that a private trader shall keep any 
sort of book records of his transactions, but if he 
should be so unfortunate as to become subject to the 
provisions of bankruptcy legislation, it is provided 
by Section 157 of the Bankruptcy Act of 1914, as 
amended by Section 7 of the Act of 1926, that a 
bankrupt shall be guilty of a misdemeanour if, having 
been engaged in any trade or business during any 
period in the two years immediately preceding the 
date of the presentation of the petition, he has 
not kept and preserved proper books of account 
throughout that period, and the definition of proper 
books of account is such books of account as are 
necessary to exhibit and explain his transactions and 
financial position in his trade or business, including 
a book or books containing entries from day to day, 
in sufficient detail, of cash received and cash paid, 
and where the trade or business has involved dealings 
in goods, statements of annual stocktaking and, 


excepting in relation to goods sold to the actual 
consumer in a retail trade, accounts of all goods sold 
and purchases showing the buyers and sellers in 
sufficient detail to enable the goods and the buyers 
and sellers thereof to be identified. 

Further, Section 26 of the Act of 1914, which deals 
with the refusal or suspension of his application for 
discharge, gives as one of the causes for refusal or 
suspension “that the bankrupt has neglected to 
keep such books of account as are usual and proper 
in the business carri¢d on by him and which suffi- 
ciently disclose his business transactions and 
financial position during the three years immediately 
preceding his bankruptcy.” 

It is clear that these provisions do effectively 
require that all traders shall keep books proper to 
the particular trade or business. 

In the case of a company, the 1929 Act, by Section 
122, requires that every company shall cause to be 
kept proper books of account with respect to : 

(a) All sums of money received and expended by 
the company and the matters in respect of 
which such receipt and expenditure takes 
place. 

(b) All sales and purchases of goods by the 
company. 

(c) The assets and liabilities of the company. 
And there are penalties upon directors who do not 
take reasonable steps to ensure the compliance by 
the company with the Act. 

In ex parte Reed (1886) the Judge said : 

* It is not enough that there should be books with 
entries in them which would require a prolonged 
examination by a skilled accountant in order to 
ascertain the result. The books should be properly 
kept and balanced from time to time so that at any 
moment, the real state of the trader’s affairs may 
appear.” Anything less than this must be regarded 
as incomplete. 

The duty of the accountant and the responsibility 
assumed by him when undertaking this class of work 
will depend on the purpose for which the accounts 
are required to be completed. He is employed because 
he is an expert in accounts and holds himself out as 
ready to perform professional service for reward. 
It is a general principle of our law that when a person 
does this, he gives an implied guarantee that he is 
competent to perform such work and that if it is 
entrusted to him it shall be carried out with the 
exercise of the skill and knowledge reasonably 
necessary for the purpose and with due care and 
diligence. He must consider the purpose for which 
the accounts are required and take such steps as are 
in his judgment necessary to enable him to do the 
work he has undertaken, and in presenting the result 
of his labour to his client, he should see that any 
limitations in the value of the result due to the 
materials available, and any necessary qualifications, 
are brought to the client’s notice. 

If he should not exercise due care and skill in the 
work, he may be liable in damages for negligence. 

The purposes for which he may be required to 
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complete accounts from incomplete records will 
include : 

(a) That a proper settlement of liability to taxation 

may be made. 

(b) That the requirements of a lender, or pros- 

pective lender, may be satisfied. 

(c) For use in negotiations in connection with a 

prospective sale of the business. 

(d) For investigations in an insolvency. 

(e) For the assistance of executors in connection 

with probate, or dealing with taxation claims. 

(f) For the preparation of claims under policies for 

loss of profits in cases of fire, and, of course, 

(g) For the information of the proprietor, or pro- 

prietors, of the business. 

The accountant, in considering what work is 
necessary and the verifications which are available, 
will keep the purpose of his account in mind, but 
there is always the possibility that accounts prepared 
for one purpose may be used for another purpose 
not contemplated in the original instructions ; for 
example, accounts prepared for income-tax purposes 
may be shown later to the bank manager. The 
point of view of the accountant preparing statements 
for taxation will be the preparation of accurate 
statements of profits and losses, whilst the bank 
manager will be more interested in the statement of 
assets and liabilities involving the question of due 
verification. It is well settled that an accountant 
is under no legal liability to third parties, of whose 
existence he may be unaware, but the fact of such 
possible use should be remembered. No responsible 
accountant would wish to be in the position that a 
third party altered his position in consequence of a 
reasonable assumption that the accountant had 
done work which, in fact, he had not done and, in 
preparing his report, the accountant should keep 
this possibility in mind. 

It will be generally agreed by accountants of 
experience that there has been a great improvement 
in the adequacy of the records of business trans- 
actions in recent years due, in part, to the extension 
of the company system, and, in part, to the pressure 
of the Inland Revenue authorities for satisfaction in 
regard to taxation liabilities, but there are still many 
small businesses with some amount of single entry 
book-keeping ; keeping records of debtors, very 
incomplete records of creditors, and no record of the 
impersonal side of the matter. For example : 

(a) Cases were formerly numerous and are still 
encountered, where a business is large enough to 
employ the services of several book-keepers. Personal 
ledgers, day books, and invoice books are well kept, 
but the proprietor himself keeps a little private 
ledger which he jealously guards and feels it to be 
undesirable that the staff should see inside its covers. 
Sometimes his book-keeping knowledge is inade- 
quate to the task; almost invariably the work is 
left over for a convenient season which never or but 
rarely arrives and incompleteness and inaccuracy 
result. 

(b) A traveller or salesman commences to trade 
on his own account, or a skilled worker commences a 


small factory or workshop. In either of these cases, 
the knowledge and appreciation of book-keeping is 
likely to be small and there will be no staff available 
with adequate experience of this work. Even where 
there is appreciation of the value of proper records, 
the proprietor may be unable to find time, especially 
when business is good and there are most transactions 
to record. As long as the business is small enough for 
direct personal supervision, he is not likely to feel 
the need of much in the way of book records. 

(c) Small shopkeepers, whose trade is mainly for 
cash. 

(d) Professional people, doctors, dentists, solicitors, 
are not infrequently content to allow an inadequate 
system to continue, merely maintaining sufficient 
record to enable charges to be made to their clients 
and calling in an accountant each year to complete 
the accounts in the best way he can. 

(e) Where there is a change-over and a business 
previously conducted by an individual or partner- 
ship is transferred to a private company, whilst the 
same people remain in control, it is often found that 
there has been no “break” in the accounts. In 
some cases, before the incorporation of the company, 
money may have been received (and used in the 
business) as the consideration for shares issued after 
incorporation. In such cases, it becomes necessary 
to reconstruct the position for the purpose of com- 
pleting the first accounts of the company. 

(f) The position must be faced that inadequacy 
may be deliberate ; it may be desired that the book- 
keeping shall not be too clear and accurate in order 
to the concealment of fraud upon : 

(a) The Revenue ; 

(b) The creditors, or 

(c) A partner. 

Where this is the case, the accountant who is in- 
structed to complete the accounts will have need of 
all his experience and skill to avoid being led into 
giving a more complete or unqualified report than the 
circumstances justify. 

Whether the insufficiency of record is due to 
ignorance, carelessness, or to improper intent, 
accountants are eventually called upon to handle the 
records, and it is surprising to find how satisfactory 
are the results achieved by the application of patience, 
tact and professional skill, even from records which 
at first sight appear to be most unpromising. 


2. PROCEDURE. 

The first step toward preparing the accounts 
will be to make an investigation into the facts and 
the available records. The accountant will be well 
advised to begin operations by looking over the 
premises, especially where there are manufacturing 
processes carried on. Then, he will give a thorough 
examination to the records available ; some records 
there will certainly be. It may be found that pur- 
chases are dealt with purely on a cash basis with no 
record of outstanding liabilities. There will be 
something in the nature of a cash book and there will 
generally be a passbook, which will be reliable as far 
as it goes, though the modern machine-prepared pass- 
book, containing cheque numbers and no names, 
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is not so helpful as the older form. On the other 
side, unless the trade is solely for cash, there will be 
some record of debts due to the business. Invoices 
outward may be entered in a day book or posted 
direct to the ledger account of the customer. From 
the point of view of the investigating accountant, 
accuracy is a great deal more important than the 
system employed and weird systems of single entry 
records, which the accountant is satisfied can be 
relied upon, will be of great assistance. 


A list of the books available and offered for ex- 
amination should be made, together with notes of 
any other records kept, however fragmentary, and 
care should be taken that consideration is given to all 
such books and to the amount and value of the 
information therein. In Pendleburys, Lid. v. Ellis, 
Green & Co., very great importance was placed on 
the question as to whether the accountants were, 
or ought to have been, aware of the existence of a 
book described as “‘a daily cash received book.” 
Evidence was given that the auditor’s working notes 
included reference to all the books examined but no 
reference to that particular book, and the clerks 
engaged were able to state that it had not been 
brought to their notice by the directors or staff of the 
claimant company. The position might have been 
much more awkward for the auditors if it had 
happened that their papers had not disclosed a full 
list of the books presented to them, and it is thought 
that the principle in that case applied to an auditor 
would apply to an accountant engaged in completing 
accounts. 


At any rate, the case indicates how important it is 
that an accountant should give sufficient considera- 
tion to each book which comes to his knowledge so 
that he may be sure that he is getting from it whatever 
of value for his purpose it may contain. 


In general, the methods to be adopted can be set 
out under two heads : 


1. The cases in which it is found that the books 
maintained are, or contain, a satisfactory record of 
cash and transactions. In such cases, the im- 
personal accounts will be written up directly, or from 
summaries made by abstraction from the books, so 
completing the records. 

2. Cases in which the accountant, after enquiry 
and testing, decides that this cannot be done and that 
it is necessary to prepare his own working statements, 
making such use as may be possible of the records 
which have been maintained. He will have to 
prepare a statement of affairs at the beginning of the 
period for which he is making an account, unless such 
a statement is available. 

In the first-named case, he will test and check, as 
necessary, the books he proposes to use, make what- 
ever analysis is necessary in the circumstances, and 
proceed to post up impersonal accounts, and prepare 
a trial balance. 

In the other cases, the most generally useful method 
of procedure is to prepare total accounts of bank and 
cash, and to work from these as the basis. He will 
vouch the items in the passbook as far as necessary 


and possible; the payments side with invoices, 
statements, and receipts, and the receipts side with 
paying-in book counterfoils, etc. He will fre- 
quently find useful notes as to the source of moneys 
in the counterfoils of the paying-in book, and it will 
be worth while also to examine the cheque book 
counterfoils in cases in which he fails to find a pay- 
ment voucher. 


Analyses of payments and receipts will then be 
made. Payments showing materials or goods pur- 
chased for re-sale and, under appropriate headings, 
the other expenses of the business, whilst the receipts 
analysis will give cash sales and payments from 
debtors separately if possible, and also any necessary 
separation of the other items of receipt, as for 
example, income from investments, rents received, or 
receipts by the sale of assets. The total account will 
then be set up, beginning with the bank balance at 
the commencement of the period, debit or credit, 
debiting the account with the total bankings under 
the several heads which it is proposed to use in the 
accounts, and crediting the cheque payments in 
similar detail ; the balance on the account will agree 
with the bank balance at the close of business on the 
date of the account. In working in this way from a 
passbook summary, proper treatment of outstanding 
cheques must be remembered; it is very easy to 
overlook these. 


If receipts have been banked in full and all pay- 
ments other than petty cash made by cheque, there 
will be no need of further cash summary but, 
generally, it will be found necessary to deal in the 
same way with the cash. Bankings being credited 
to the cash total account and all cash received 
debited. There will be further credits in respect of 
payments out of cash as far as information is avail- 
able. The total cash takings and the amount of per- 
sonal drawings by the proprietor will be the matters 
of chief difficulty and these can only be dealt with 
according to the circumstances ascertained in each 
ease. Caution is always necessary in dealing with 
personal drawings. Consideration must be given 
to the rate at which the proprietor is believed to be 
living, and even if the drawings are approximately 
of the amount to be anticipated, the question is not 
ended ; for example, if it is found that the proprietor 
is living at about £1,000 per annum and it is found 
that drawings, which can be traced, amount to about 
that sum, it will still be necessary to ask how these 
drawings were made. It may be found that a 
substantial amount was drawn by cheques, and if 
it should happen that a large cheque was drawn in 
favour of a seller of furniture, for the purchase of a 
motor car, or to pay doctor’s or nursing home 
accounts, it will be realised that the actual amount 
left for living expenses is below the anticipation. 

It will usually be found that certain estimates have 
to be made, and in this regard personal observation 
by the accountant and the exercise of his own judg- 
ment developed in experience, will be the best 
guide. No two cases are alike and no general rules 
can be laid down. The total account should be set 
up in as full detail as possible. It will often happen 
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that as the work proceeds, detail which at first 
seemed superfluous, proves later very helpful. 

A list of creditors’ accounts outstanding at the date 
of the account will have to be made and an effort 
should be made to collect creditors’ statements as 
at the date of the balance sheet or later, or receipted 
statements embodying subsequent payments, for the 
purpose of preparing or confirming the list of creditors, 
and the list or record of debtors should be confirmed 
as far as possible by the consideration of subsequent 
payments and other circumstances. 

The importance of a proper statement of work in 
hand can hardly be over-estimated ; even in a small 
workshop the item may be relatively important. 
The Westminster Road Construction case is very 
important. In this case, in consequence of a lack of 
complete information as to the value of work in hand, 
and as to sub-contractors’ charges in connection 
therewith, a dividend was paid which had not been 
earned and which was, therefore, paid out of capital. 
The accountant who had prepared the account on 
which the directors decided to pay the dividend, 
was held to be liable in damages for negligence. 
This case related to an auditor, but the position of an 
accountant preparing accounts in a parallel case 
would be very similar. 

No less important is the matter of over or under- 
valuation of stock and the possibility that goods 
may be actually in stock and recorded and valued as 
being in stock, in respect of which invoices have not 
been passed through the books, perhaps in conse- 
quence of a forward dating arrangement ; or, on the 
other hand, goods may be purchased or sold for 


delivery to buyer’s order and invoices for the whole 
purchase passed through the books, though, in fact, 


only part delivery has been taken. Goods may be 
bought or sold on instalment or hire-purchase terms, 
and it may be by simple oversight that the accountant 
is not told of this, but wrong treatment may have 
serious effects upon the accounts prepared, and where 
the records are very incomplete, omissions are easy. 

Wages may be inflated and not only by employees ; 
employers have been known to include “ dummy ” 
men in the pay-roll and to take the wages of the 
**dummies”’ themselves which, of course, con- 
stitutes a cash drawing charged against the trading 
for the period. If manufacturing is conducted, the 
records of employees, kept for the inspectors under 
the Factories Acts, may be useful as confirmation, 
as well as inspection of the unemployment cards of 
the staff. 

Sales may be omitted altogether or entries of 
purchases duplicated. This is especially a danger to 
be borne in mind when working on a cash basis. 
Fictitious purchases or expense payments or payments 
not proper to the business may inflate the debits 
against trading and provide additional unrecorded 
drawings for the proprietors. 

In some trades there may be considerable forward 
contracts for purchase or sale and enquiry should be 
made and the available information considered. Are 
the forward contracts for purchase or sale ap- 
proximately equivalent? Is there evidence of 


(2) Goods charged out; 


speculative buying or selling ? If the values involved 
are material, reference to the contingent liability 
should be included on the face of the balance sheet. 
In this matter it will be realised that a financial 
statement may be false by an omission which vitiates 
the picture presented by an account, every positive 
statement of which is true, as well as by directly 
false or inaccurate statements. 


It is thought that the most convenient method of 
collecting the various summaries and total accounts 
is by way of preparing a working sheet. For this 
purpose, obtain analysis paper with about a dozen 
cash columns, write the names of the impersonal 
accounts down the side of the sheet, in the first two 
columns enter statement of affairs at the beginning 
of the period in “ Balance Account ” form, that is, with 
the assets in the debit column and the liabilities in 
the credit. In the next two columns enter the in- 
formation collected in the bank total account in the 
form of postings to the impersonal accounts. That 
is to say, on the opposite side to the side in which 
they appear in the total account itself. If there is a 
cash total account, use the next two columns for this. 
It is worth while to write up all adjustments as they 
are discovered during the progress of the work in 
the form of journal entries, with adequate narration, 
and to allot two columns on the working sheet to 
these journal adjustments, including apportion- 
ments, outstanding items, ete. Then the last four 
columns will be headed profit and loss account and 
balance account respectively. Each of the pairs of 
columns will be totalled, debit and credit agreed, 
and the cross addition will give the total for entry 
in the profit and loss account and balance sheet 
against each sub-heading. In setting up the financial 
statement, the Balance Account items, of course, 
appear on the opposite sides in the Balance Sheet. 


The factors of depreciation, obsolescence and 
amortisation must not be overlooked. The small 
trader himself often forgets such matters as the 
annual decrease in the value of leasehold premises, 
and these must be kept before him. The working 
sheet will, of course, be supported by schedule sum- 
maries as may be necessary in each case. 


8. ILLUSTRATIONS. 


For the purpose of illustration, it may be desirable 
to cite briefly some specimen cases : 

(a) You will find businesses in which entries of 
sales are made directly in the personal ledgers, which 
are carefully kept and reliable. It is sometimes worth 
while, in such a case, to analyse the ledger, especially 
if the number of accounts is not great. This is not 
nearly so long a task as might be thought and you 
will, in any event, want to go through the accounts 
in detail. Head the columns of a sheet of analysis 
paper on the debit side: (1) Opening balances; 
(3) Any adjustments; 
(4) Total; and on the credit side: (1) Returns; 
(2) Cash received; (3) Discounts; (4) Bad debts 
written off ; (5) Balance ; (6) Total. (Debit balances 
being written in red). The names or folios of the 
accounts will be entered on the left-hand side of the 
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sheet, and each account analysed as it is examined. 
These sheets will give a total account on the ledger, 
particulars of sales and returns, cash received, etc. 

(b) Is the case of a builder and contractor who 
obtains contracts for building work and who does a 
small amount of building on his own account. He 
has no permanent staff except a foreman, acts as 
his own clerk of works and engages workmen as he 
needs them for his several jobs. Fortunately, being a 
methodical person, he pays all receipts into the 
bank, keeps a full wages book accurately, and draws 
a weekly cheque for wages, petty cash payments, 
and his own drawings. He presents his accountant 
with passbook, a wages book, and two files of 
vouchers, one of which relates to bank payments, 
and the other to petty cash payments. Experience 
proves that the files of vouchers are practically 
complete, the bank passbook can be completely 
vouched, and the summation of the cash payments, 
together with wages, as per wages book, gives a.total 
weekly cash expenditure, the balance of the weekly 
cheque being debited to the proprietor as drawings. 

The accountant is asked to prepare an annual 
statement showing the total result of his work for the 
year for his client’s own information and for the 
settlement of his taxation liabilities. 

Clearly, the course of the accountant is to make an 
analysis of the passbook by the use of the file of 
vouchers and of cash payments. He is not asked to 
arrive at the separate results of the different con- 
tracts. He must give careful consideration, in con- 
sultation with the client, to the position of each of 
the uncompleted contracts and, by carrying his 
consideration of the passbook and the voucher files 
beyond the date of the account, he can arrive at the 
outstanding liabilities. The contracts are few in 
number and there is no difficulty in arriving at a 
statement of outstanding debts due to the business. 
Then, there is the valuation of loose plant and of 
stocks. A working sheet, similar to the one already 
described, should be prepared each year and no 
great difficulty is likely to be experienced in com- 
pleting accounts. 

(c) Is a tailor, who does his own cutting out and 
gives work out to be made up. Some of the workers 
work in their own homes and others run smal! work- 
shops employing several workers. The tailor keeps 
carefully a kind of costing book in which he sets 
down each order received, giving it a serial number. 
In the next column he records his estimate of the 
cost of the cloth used as he cuts it out, in another 
column he enters the cost of sundries, buttons, 
trimmings, etc., as handed out to the workers, in the 
next column he enters the amount to be paid to the 
worker in respect of each job. He then makes a cross 
addition which gives his total prime cost in respect 
of each job, and in the last column enters the price 
charged to the customer. By the addition of the 
last two columns he arrives at his gross profit on 
working month by month. 

In addition to this book, he has a passbook, a 
wages book showing the weekly payments, and a 
purchases book which is a list of invoices inwards. 


He also keeps a debtors’ ledger in which he enters 
credit sales. 

The explanation of this rather unusual system is 
that the tailor was for years the cutter for a large 
and well-organised concern and kept a costing book 
of that type then when, of course, it was part of a 
full accounting system. The course to be adopted 
by the accountant who is called in annually to 
complete the accounts is clearly to make a summary 
of receipts and payments from the passbook and to 
reconcile the total drawn for wages with the total 
of the wages column in the costing book. He will 
compare the estimated total cost of materials in the 
costing book with the total arrived at from the pass- 
book after adjusting outstanding creditors and stocks 
at each end of the account. If the difference is con- 
siderable, it will need to be enquired into with the 
assistance of the client. 

The value of the work in hand is arrived at from 
the costing book, and the accounts can be satis- 
factorily completed. 

(d) Isa retail shopkeeper who started in a small way 
with one shop many years ago. He has been suc- 
cessful and now has half-a-dozen branch shops all 
in the same area, and each more or less under his 
direct supervision. The branch shops are supplied 
from the original shop, now, of course, very much 
enlarged. Practically all trade is for cash. 

In the days when he had one shop, he kept a general 
cash book himself, entered all receipts in daily totals 
from the till sheet, made a considerable number of 
payments out of cash, duly entered these payments 
in his cash book (more or less accurately) and made a 
daily banking of such an amount as would leave him 
a small balance of cash in the shop for change money. 
Larger payments were made by cheque and duly 
entered in the cash book. His accountant periodically 
examined the cash book, checked it with the pass- 
book and with vouchers and, so far as he found it 
necessary, examined the till sheets in confirmation 
and for corrections. He prepared an analysis of both 
sides of the cash book quarterly and from that 
analysis posted the impersonal accounts in the 
private ledger. At the end of the year, outstanding 
debtors, creditors, stocks, ete., were brought in to 
enable accounts to be completed. 

The trader has now formed his business into a 
private company, the shares in which are owned by 
himself and his family. He still keeps his cash book ; 
his various branch shops bank their cash takings 
daily, after deducting small payments made in cash, 
and he receives from each shop a daily statement 
of (a) Cash takings; (b) Payments therefrom ; 
(c) Bankings. These particulars he enters in the 
cash book. A wages book is kept at the principal 
shop and a cheque is drawn for the weekly amount. 
There is also now a petty cash book, fed from the 
main cash book, and there are single entry accounts 
of certain credit customers. 

The accountant still makes his quarterly analysis 
of the cash book and also of the petty cash book, 
examines the wages book and the personal accounts 
kept and brings in the balances of debtors and 
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creditors at balance sheet date, just as he does the 
stocks. 

The system is not one which can be recommended ; 
it is definitely incomplete, but it does permit of com- 
pletion by the accountant in a way which enables him 
to obtain satisfaction that the balance sheet prepared 
in due course presents a true picture of the position 
of the business of the company at its date. 

The accountant engaged in the preparation of 
accounts from incomplete records will give very close 
attention to the statement of the balance sheet, 
verifying it item by item, and he will endeavour to 
confirm as far as possible outstanding personal 
balances, both debit and credit. He will find great 
help in satisfying himself as to the accuracy of the 
working accounts by comparing rates of gross profits 
in successive periods. There is usually a constant 
ratio of sales to purchases or of materials plus wages 
to the receipt for the product on sale. If quantities 
are available, as they are in some trades, the in- 
formation thereby obtained will be most valuable. 

Special consideration must be given in partnership 
cases to the interrelation between partners. The 
accountant will regard himself as an agent severally 
as well as jointly of the partners and he will remember 
that one partner may be responsible for the account- 
ing of the business and may deliberately refrain from 
making full information available to his partners. 
Any instruction received from a single partner should 
be confirmed with the others. or a reference thereto 
should be included in the report which he eventually 
makes, so that it is brought to the notice of the 
others, and it will be necessary to see that the accounts 
are stated in sufficient fullness, or that his report 
gives the information necessary to ensure that all 
material things are brought to the notice of each of 
the partners. 

It is good practice for principals, who are not 
themselves in contact with the detail of the work, in 
such cases as those we are considering, to obtain a 
written report for consideration and filing from the 
staff actually engaged. The report will, of course, 
be treated as strictly confidential. This report 
will set out all the relevant factors and circum- 
stances, the work done, will specify any matters to 
which the principal’s attention is directed, or on 
which his decision is necessary, and will include a 
schedule of the books examined. The report will be 
available for later reference if needed ; it may be useful 
at a time when the staff engaged are no longer avail- 
able for consultation. It is good for the staff to have 
to review and comment on the total facts and factors 
of the work on which they have been engaged, and 
it is invaluable for the principal’s consideration. 

Special circumstances arise in connection with the 
preparation of accounts in what are known as “ Back 
Duty ” cases and these almost always call for the 
completion of statements from records which are 
incomplete ; not infrequently intentionally incom- 
plete. Every case presents special features and it is 
usually necessary to form a view as to the course 
of trading over a series of years. Main reliance will be 
placed by the Inland Revenue authorities on a 


** Statement of means” or a “*‘ Means Test,” that is, 
a statement of the total financial worth of the indi- 
vidual concerned at a given date several years earlier 
as compared with a similar statement at the end of 
the period under consideration. His cost of living, 
purchases of investments, payment off of loans, and 
similar relevant factors being brought into account. 


THE REPORT TO BE MADE. 

The report of an auditor under the Companies 
Act can be kept at a minimum because there are 
certain statutory obligations with which the auditor 
must comply and there has been a line of cases 
defining and interpreting his responsibility. If he 
has obtained that satisfaction, he may just say so, 
or report in what respects his sense of satisfaction is 
qualified. 

In the case of completion of accounts from incom- 
plete records, a report should always be made and 
either the report or a reference thereto should be 
placed upon the face of the balance sheet or state- 
ment of affairs. It has already been mentioned that 
the possibility of the use of a statement, prepared for 
one purpose, for a totally different purpose cannot be 
excluded, but the accountant can guard against 
improper use, whether deliberate or inadvertent, by 
an adequate report with due qualifications, so placed 
that any person to whom the financial statements 
are exhibited receives notice of the existence of the 
report. 

The report should be so worded as to put any 
person reading it into a position to appreciate the 
state of the records available to the accountant and 
of the extent of the work he has done, and the 
verifications he has received, any estimates which 
enter into the figures, as well as his general satis- 
faction, or otherwise, with the result. A _ simple 
report placed on a balance sheet in respect of accounts 
prepared from a passbook, together with vouchers 
sufficient to satisfy the accountant that the pay- 
ments made are in order, might read :— 

‘“We have prepared the foregoing statements 
from the passbook of the business, together with 
vouchers produced to us, and in our opinion the 
balance sheet is properly drawn up so as to exhibit 
a true and correct view of the state of affairs 
according to the best of our information and the 
explanations given to us.” ‘ 

Or a statement on a balance sheet which is accom- 
panied by a detailed report might be :— 

** We have prepared the foregoing balance sheet 
from the passbooks of the business, as supple- 
mented by information supplied to us, and have 
this day made the accompanying report thereon.” 
In drafting a report, the accountant will have in 

mind the purpose for which his accounts have been 
prepared and, therefore, the nature of the report 
which would be desirable, and from an early stage in 
the investigation he wil. have planned his work so as 
to reach that position if possible. In general, it 
may be said that the report should indicate : 

1. The instructions he received and the scope of 

the work carried out, including a sufficient 
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indication of the books and other records 
examined. 

The extent to which vouchers have been avail- 
able and examined. 

. Any special apportionments as between capital 
and revenue, or as between the proprietor 
personally and the business, as for example, 
when the rents and rates are apportioned. 

. The extent to which estimates have been used, 
and who has been responsible for them. 

. A statement as to the responsibility for stock, 
both as to enumeration and valuation. 

. Special matters which call for comment, as for 
example, in relation to partnership accounts. 


Discussion. 


Grour A.—It was remarked that incomplete records 
were more generally found amongst traders in the pro- 
vinces than in London. When back duty cases arose in 
relation to income tax and the records were incomplete 
they could as a rule only be settled by means of capital 
statements. Where records were incomplete it was more 
vital to vouch receipts than payments because the client 
had usually taken care that all expenditure had been 
charged. Trouble sometimes arose through bank pass- 
books on the loose-leaf system giving cheque numbers 
instead of names, and it was suggested that accountants 
individually and collectively should use their influence 
to get the system of numbering instead of i 
abolished. Reference was made to the difficulty whi 
arose with some Inspectors of Taxes over wages of wives 
who assisted in a business in cases where the cash was not 
actually paid out as in the case of other employees. In 
some cases the wife’s wages were taken from the till each 
week, and it was that in such a case the 
Inspector of Taxes had no option but to accept the 
position. 

Group B.—The ways and means of persuading clients 
to keep proper records were considered. It was though 
that the ordinary trader who saw little or no probability 
of going bankrupt was not likely to be influenced by 
fear of the penalties imposed by the Bankruptcy Act. 
He was much more likely to keep proper books if punitive 
arbitrary assessments were imposed by the Inland 
Revenue. The danger of setting out systems of account 
so elaborately that the client could not understand them 
was pointed out. An instance was known where a client 
fully understood his own books until a system of self- 
balancing ledgers was introduced. The trader was then 
compelled to have recourse for his information to the 
clerk keeping the books, and the clerk took advantage of 
his employer’s helplessness to engage on a carefully 
worked system of embezzlement. It was suggested 
that where accounts were prepared from defective records 
the accountant should compare the rate of gross profit 
with that earned in similar businesses known to him in 


preparing accounts from defective records 

useful information could often be obtained from 
of the trader’s correspondence. In practice 
little merit in the bankruptcy provision as 
keeping of proper books. Prosecutions were 
rtaken for this offence unless it could be shown 
debtor was fraudulent and had neglected to 


keep proper books in order to cover up his fraud. The 
difficulty of proving fraud was, of course, aggravated by 
the absence of books and a vicious circle set up. Where 
important fire claims occurred, it was found 
that a full set of books had been kept. A book might be 
destroyed, but it could generally be reconstructed from 
other available information. Even a fierce fire would not 
wholly destroy an average account book, and usually some 
trace of it could be found. 


Group C.—There was an interesting discussion on an 
accountant’s liability in regard to what he might discover 
in the course of his investigation, i.e., wrong declarations 
for income tax purposes prior to the accountant being 
called in. The question of the auditor’s certificate on 
accounts prepared from incomplete records was discussed 
and it was pointed out that this could be solved by 
attaching to the accounts a summarised report of the 
work done. The difficulty of getting some clients to keep 

roper records was mentioned, and it was suggested that 

y gentle persuasion the accountant could usually secure 
an improvement in the system. The farmer who 
chalked all details of stock bought, bred, etc., on the back 
of the barn door was quoted; another farmer kept all 
his records on pieces of wood, which were filed away on 
a shelf in one of the outhouses. The difficulty of arriving 
at details under the new mechanised system of accounting 
was pointed out and reference was made to the growing 
use of the bank as a clearing house. The necessity of 
obtaining written instructions prior to preparing accounts 
from incomplete records was very strongly emphasised. 

Group D.—In view of the fact that incomplete records 
are usually encountered in the case of the small trader 
and of the varying nature of such records, it was suggested 
that only certain general principles were as a rule applic- 
able and each case called for individual consideration on 
the part of the accountant. While such matters as the 
dissection and balancing of cash, the collection of evidence 
as to personal drawings, and the tracing of transactions 
of a capital nature, were fundamental points and must 
be used as a basis in building up a framework of accounts, 
many additional points for investigation must be left 
largely to the judgment of the accountant, having regard 
to all the circumstances and available data. Difference 
of opinion existed as to the advisability of preparing an 
opening statement of affairs as accurately as the informa- 
tion would permit and working forward to the closing 
position, or alternately, preparing an accurate statement 
of affairs at the end of the period and working back to an 
opening statement arrived at more or less by deduction. 
There was probably a balance of opinion in favour of the 
former method. 

Grour E.—It was thought that the lecture did not 
make sufficient reference to the importance of differen- 
tiating between capital and revenue in Cash Summaries. 
The test of comparing percentages of gross profit was also 
considered and the pitfalls in connection therewith were 
pointed out. The form of certificate on such accounts 
received much discussion, and it was agreed that the 
form must be decided by the circumstances of each case, 
and, if possible, the client should sign the accounts 
instead of the accountant. The discussion then developed 
into a general ex of views on back duty cases, 
since these usually involved incomplete records. 

Groupe F.—It was mentioned that in questioning a 
client, it was necessary to realise the mentality of the 
client, and to make certain that his answer was on 
the real meaning of the question. Comprehensive notes 
of interviews should be taken, and questions and answers 
read over to the client and signed by him. A very useful 
and informative course was to extend the enquiry to a 
period before the period of investigation, as useful 
memoranda might be discovered and a basis of comparison 
established. After preparation of the profit and loss 
account, a reconciliation of liabilities and assets should 
always be attempted. Points to be watched were, inter 
alia : Suppression of information by the client ; under- 
statement of drawings; goods taken out of stock for 
private consumption ; gross percentage of profits com- 
pared with similar business in similar areas. 
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Group G.—The difficulty experienced when no complete 
cash records were available was discussed and in order to 
compile accounts as correctly as possible it was suggested 
that the accountant should (1) inspect the private banking 
account ; (2) draw up statement of affairs of client’s 
total capital worth at commencement and end of period 
under review ; (3) as far as possible ascertain if personal 
drawings were reasonable, taking into account the client’s 
family and mode of living ; (4) compare the gross profit 
percentage with that of similar businesses. It was 
emphasised that the trades must be identical and in the 
same district, and further that greater fluctuation would 
arise in trades dealing with perishables. While it was 
appreciated that accounts prepared from incomplete 
records were mainly for income tax purposes, attention 
was drawn to the fact that these accounts might at a 
future time be used for many other purposes and that 
the accountant should, therefore, report fully on the 
methods adopted for the preparation of the accounts 
and as to the degree of accu . The report should be 
as full as possible and should not take the form of a 
certificate, and if the records were very incomplete, the 
accountant should in his report disclaim all responsibility. 
The accountant should write up a set of books in as 
simple a method as possible and endeavour to interest 
his client in them and, if possible, persuade him to have 
them kept, if only partially, for the future. By thus 
educating the client the accounts might be made of real 
service far beyond the immediate purpose for which they 
were required. The accounts, when completed, should 
be drawn up with as few technical phrases as possible in 
order to be readily understood by the client. The 
difficulties arising from the valuation of stock, particularly 
old stock, and the difference between capital and revenue 
expenditure and the supervision to be exercised by the 
accountant, were also dealt with. It was recommended 
that the accountant should always obtain instructions 
in writing from his client, even if it was necessary to assist 
him in drawing up such instructions. 


Group H.—The matters considered included (1) the 
employment of production statements in building up 
accounts ; (2) specifying nature of work performed when 
rendering accounts for fees where a complete audit was 
not required ; (3) points to be observed in building up 
accounts, such as inspection of private bank passbooks, 
the inclusion of all contra items and drawings by way of 

taken from proprietor’s shop, obtaining confirmation 
of builders’ transactions from solicitors and obtaining 
information by reference to the client’s income tax files. 


Then followed a Lecture on 


COSTING IN RELATION TO CON- 
TRACTS ON A PERCENTAGE BASIS 
BY 
Mr. W. H. STALKER, A.S.A.A. 
Chairman: Mr. Percy Toothill, F.S.A.A. 


ORIGIN OF PERCENTAGE CONTRACTS. 

It has been customary for at least as long a period 
as we have any knowledge of accounting methods 
for certain people engaged in trade and industry 
to be remunerated on the basis of cost plus some 
arbitrary addition for profit, and many large con- 
tracts, even in times of normal trade—that is to 
say, when there was no state of emergency such as 
exists in a time of war—were remunerated on a basis 
of cost plus a prescribed addition for profit. 

At least one of the principal shipping companies 
in this country had adopted the practice many years 
before the war of having certain of its larger ships 
built on the basis of cost plus profit, such costs, of 
course, being subject to scrutiny by an independent 
accountant. 


Contracts of this nature were frequently referred 
to as “ Time and Lime Jobs.” The origin of this 
expression is somewhat obscure, but it is believed to 
have been first used by those engaged in bricklaying. 
At one time it was customary for a bricklayer to 
enter into a contract to erect buildings for a customer 
who supplied the bricks and necessary scaffolding, 
and also the lime. The contractor provided the labour. 
Each bricklayer had his own method of mixing the 
lime and cement, and preferred to use his own 
particular mixture of binding material, which, from 
his past experience, he considered to be the most 
suitable. The term ‘“ Time and Lime ” thus became 
a familiar one in this trade, and it was adopted in 
reference to Government war-time contracts, and 
later extended generally to ships and engines built 
for mercantile firms where the shipbuilder or engineer 
provided the whole of the material in addition to 
the labour. 

Generally it may be said that the conditions which 
give rise to the payment for work on the basis of 
ascertained cost are as follows : 

(a) When it is recognised by both the contractor 
and the customer that it is impracticable to gauge 
the work to be undertaken with sufficient accuracy 
to permit of an estimate of its cost being made so 
that a fair tender may be submitted. This may arise 
through the work being so novel in design, or con- 
struction, or because of the abnormal size of the 
contract, or because of the physical difficulties which 
have to be overcome, of which precise knowledge in 
advance cannot be obtained ; for example, the build- 
ing of large canals, hydro-electric power schemes, 
irrigation schemes, new types of battleships, and 
so on. 

(b) During times of economic stress, such as we 
experienced during the Great War, the elements of 
cost were subject to much fluctuation, and the con- 
tracts were in many cases spread over such a long 
period that it was impossible to estimate what the 
cost would be. Consequently, the Government in 
this country, through its various departments, insti- 
tuted the method of remunerating contractors on 
the basis of cost, with the addition of a pre-determined 
rate of profit. Similar methods were employed in the 
United States of America, where the practice was 
designated by the title “‘ Cost plus.” 

The work included shipbuilding, ship repairing, 
the supply of marine and other engines, building of 
all descriptions, and the manufacture of various kinds 
of armaments and munitions. 

Some of the work undertaken was of an experi- 
mental nature, and in connection with repair work 
during the war the extreme urgency, apart from the 
abnormal conditions, made it impossible to follow 
the normal course of taking estimates and fixed prices. 
The Government departments provided in some few 
cases a certain quantity of the fittings and a portion 
of the materials, whilst the contractor supplied the 
labour and the remainder of the materials. 

Contracts on a percentage basis have been subject 
to much criticism on the ground that they were liable 
to abuse. The contractor has no incentive to practise 
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economy, indeed the reverse is the case, as his total 
profit will increase with the cost unless a fixed lump 
sum is agreed for profit in advance. 

Government departments, in recognition of this 
weakness, instituted a method and applied it to many 
contracts during the war, by which they overcame 
the main defect of lack of incentive to economy. 
The method applied was to remunerate the con- 
tractor for the actual cost of material and labour, 
plus an agreed percentage for overhead charges, and 
a definite lump sum for profit. 

Extreme care should, of course, be exercised in 
preparing the agreement, as in the absence of clear 
and definite terms, it is inevitable that differences of 
opinion are likely to arise as to the meaning intended 
by the word “ cost.” 

Much valuable time may be saved if the office staff 
take the precaution to file in correct chronological 
order all invoices, credit notes, requisition slips, and 
other documents relating to each contract. : 


NEcEssiTy FOR Cost ACCOUNTING. 


The necessity for accurate cost accounting was 
never so readily and fully recognised by industrial 
management as it is to-day. In my opinion, the 


striking developments which have taken place in this 
branch of accountancy within the past fifteen years 
are largely the result of the disturbances of the late 
war, and its aftermath. Indeed, one prominent writer 
on the subject gives it as his opinion that “* Cost 
accountancy was discovered, so far as the general 
public was concerned, as a result of the experiences of 


the war years. The application of costing methods to 
the manufacture of war munitions as a means of 
speeding up output is one of the epics of the war. 
For a great many business men, it provided their 
first glimpse of costing as a means of controlling 
production, as an aid to works management, and as 
an eliminator of waste. Above all, it afforded a valu- 
able object lesson which was not lost upon industry 
and commerce when operations were resumed after 
the war was over.” 


Before payment was made for these war-time 
contracts, they were mostly, if not all, subject to 
investigation by accountants, and also in certain 
instances by trained engineers and other technicians. 
One department, for example, had a group of highly- 
skilled engineers who had been specially trained in 
the Government works. These men were made 
responsible for checking the material and labour 
which was debited to the contracts. Every item of 


material was examined with the view of ascertaining 


whether it were an essential part of the structure 
actually worked into the job. Not only were the wages 
records checked, but control was kept of the actual 
men employed on each job. Co-operation existed 
between the technical officers and the investigating 
accountants, and a complete and satisfactory control 
was thereby exercised. In certain contractors’ works 
it was found that work of substantially the same 
kind, but possibly contracted for at different times, 
was being remunerated on a cost basis, while other 
work was being done at a fixed price. The oppor- 


tunities for abuse under these conditions are too 
obvious to require mention. 

The fixing of the appropriate rate for overhead 
charges presented some difficulty, except in those 
establishments where the whole of the work per- 
formed was for the Government departments. Many 
contractors commenced Government work in the 
belief that they would get some preconceived rate of 
overhead expenses which they may have been accus- 
tomed to charge in the past in their estimates and 
costs, and in certain instances these rates (some of 
them fantastic) were apparently tentatively agreed 
to by the departments, but as officialdom gained 
experience in this type of contract work, they adjusted 
these rates of overhead charges, and even revoked the 
preconceived rates which had been tentatively applied 
to the earlier contract. 


THE REARMAMENT PROGRAMME. 

It is well known to all my listeners that our Govern- 
ment departments have decided upon the expenditure 
of large sums of money, and in the near future we are 
likely once again to have experience of the type of 
contract with which this paper is dealing. 

According to the Official Report of the Proceedings 
of the House of Commons for Thursday, February 20 
(col. 1960, vol. 308), Lieut.-Commander Fletcher 
(Labour, Nuneaton) asked the Prime Minister whether, 
in view of the recent levels which aircraft and iron 
and steel shares have reached coincidently with the 
Government’s examination of rearmament, he will 
institute some system of costings control, so that the 
heavy burden which rearmament will lay upon the 
nation may not afford an opportunity for the making 
of excessive profits ? 

The Prime Minister’s oral reply was that : 

** Provision is already made for the inclusion of a 
costings clause in the contracts for aircraft and 
engines placed in connection with the expansion of 
the Royal Air Force, and similar appropriate steps 
will be taken to ensure that excessive profits are not 
made in the orders that will be placed to make good 
the deficiencies in the other defence services.” 

Dealing with the same matter when the House 
was sitting in Committee on May 2lst, 1936, Sir 
Thomas Inskip said that 

““The Government made a promise that there 
should be nothing in the nature of profiteering, and 
that is a matter that has engaged the attention of all 
concerned in the various departments. Profiteering 
is meant to refer to that additional price which can 
be extracted because of the increase of demand over 
supply, and not as a compensation for increased costs, 
and the plan which the Government have aimed at, 
and tried to carry out in many of the cases, is to give 
a contract on the terms that the price will be fixed 
with reference to a careful costings examination, with 
an addition of profits not based, I would say, by 
way of percentage upon output, but profits that will 
be limited either by agreement, or, in some cases, by 
arbitration. The Committee will realise that if you 
are to avoid rising prices as the result of the great 
demand which is being made upon industry, some 
such method as this must be adopted.” 
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The statement contained in the White Paper 
presented to the House of Commons on Tuesday, 
March 3rd, 1936, that : “*‘ Control to prevent excessive 
profits will be effectively exercised by inspection of 
books, adequate technical costings, audits on behalf 
of the State, and arbitration in cases of dispute,” 
may be satisfactory up to a point, but it provides no 
guarantee. Who is to determine what are “‘ adequate 
technical costings ” ? 

ImMporTANT Factors In Jos Costs. 

My remarks are being addressed chiefly to the 
young Incorporated Accountant who has _ within 
recent years successfully passed through the ordeal 
of his final examination. It is, therefore, not necessary 
for me to dilate on the various methods of cost 
accounting, or to explain to you the difference between 
Single, Batch, Process, Operating, Terminal, and 
Multiple accounts. 

The particular type of contract which we are 
considering is usually associated with Terminal costs, 
or what are perhaps better known as Job costs. 

It is not intended that this paper should attempt 
to give a complete description of the methods adopted 
in keeping the cost records of a contract, especially 
as there is now in circulation such an ample and 
excellent supply of books on every conceivable aspect 
of cost accounting. On the contrary, it is my inten- 
tion to deal with the subject before us in such a way 
as will, I hope, show the pitfalls to be avoided in 
preparing a job cost, and more especially, to draw 
attention to those matters which will call for the 
careful scrutiny of the investigator. 

We will now briefly consider the various elements 
which are incidental to the execution of such a 
contract. 

The elements of cost are : 

(1) Direct Labour. 
(2) Direct Materials. 
(3) Overhead Expenses. 

In the time at our disposal it will only be possible 
to give a brief outline of the methods to be adopted, 
and our endeavour, therefore, must be to confine 
ourselves to main principles rather than to details. 


LaBourR. 

Dealing first of all with direct labour, it is now 
almost the universal practice for all employees en- 
gaged on productive work to register their time of 
arrival and departure, and also to record the par- 
ticulars of work done and the time spent on each 
particular job. 

The information may be obtained by the use of : 

(a) Daily time sheets or cards. 

(b) Weekly time sheets or cards. 
(c) Job cards filled in by hand. 

(d) Job time recording instruments. 
(e) Piecework sheets. 

Great progress has been made in recent years in 
the invention and improvement of the various cards 
and instruments used for the recording of labour. 
The accuracy of the time charged to each job is 
materially assisted by modern methods of time- 
keeping. Strict discipline should be rigidly enforced 


in everything connected with the recording and 
payment of wages. 

Foremen or charge-hands should countersign all 
time and piecework records, and all overtime should 
be sanctioned in advance, and properly authorised 
overtime slips should be made out or signed by the 
foremen. All piecework payments must be vouched 
by properly authorised piecework sheets. In the case 
of “ Time and Lime ”’ contracts, the purchaser usually 
engages one or more recorders, whose duty it is to 
check from time to time the number of men who are 
actually working on the particular contract; and 
this is done at irregular intervals, and acts as a sur- 
prise check. The men’s cards are examined and 
initialled by them. The accountant who is verifying 
the total cost of the contract should examine ex- 
haustively the wages summaries and all the support- 
ing documents right back to the original records in 
respect of several complete weeks. He should make 
his own selection of the period or periods to be 
checked, and the time cards and wages abstracts 
should be examined with great care in order to 
ascertain whether any labour has been charged for 
which is not a proper debit to the contract. 

If the whole output of a concern is being paid for 
on a Cost-plus basis, the work of the investigator is 
somewhat simplified. He can readily ascertain that 
the sums allocated to each job as per the wages 
summary, when aggregated, come to precisely the 
same total as the direct wages paid according to the 
cash book. This, of course, would not serve to show 
up any inaccuracy caused by such an error as the 
cost of a man’s labour being charged to the wrong 
job. 

As very few commercial firms follow the same 
system, it is necessary for the investigating officers 
to be fully informed as to what labour is a direct 
charge and what is included in the overheads, e.g., 
draughtsmen, foremen, etc., particularly when the 
complete investigation is not carried out by the same 
Officials. 

MATERIALS. 

The materials used in the construction of a con-. 
tract might be roughly divided into those goods which 
are purchased specifically for the job, and the multi- 
tude of items which are drawn from the contractors’ 
store. 

In investigating the cost of a “ Time and Lime” 
contract, all invoices should be examined in respect 
of the direct purchases. The contract is usually 
known by a specific number. This is quoted on all 
orders and invoices, and the latter should bear the 
usual rubber stamp indicating that the goods have 
been received by some responsible stores official, 
and that the quantity, weight, and price have been 
checked and agreed with the official order. ‘The 
supplier, in the majority of cases, quotes the job 
number on the invoice, but if this has not been done, 
it should be inserted by the storekeeper or stores 
clerk, who has certified the accuracy of the entries on 
the document. 

The verification of the cost of direct materials 
presents little difficulty. Other materials, including 
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such items as bolts, rivets, nuts, washers, iron, steel, 
timber, paint, electrical fittings, etc., are purchased 
in bulk, deposited in store, and issued in small quan- 
tities. During times of emergency, difficulties may 
arise in regard to obtaining supplies, and prices are 
apt to fluctuate rapidly. 

The purchase and issue of stores should be properly 
organised and controlled. No materials should be 
issued from the store except on the production of a 
requisition order, which must be signed by a foreman 
or some duly authorised official. This form should 
show the full details of the weight, quantity, size, 
or other description of the goods, with the date of 
issue and number of the job for which required. All 
surplus materials should be returned without delay 
to the stores, and the storeman should then issue a 
material credit note, giving all the necessary par- 
ticulars, but in this case printed in red to distinguish 
it from the issue requisition. 

As in the checking of the labour, a similar procedure 
should be followed in verifying the stores debited to 
a contract. The requisition slips and credit notes for 
a selected number of weeks should be called for and 
exhaustively checked to the job cost account. 

It would be impossible in a large store to earmark 
each consignment of goods and to ensure that it is 
priced out in due course at exactly the same price as 
was paid for it. Several methods of pricing out are 
in everyday use. The most frequently adopted 
include : 

(a) The average cost method. This may be worked 
out on the average of the prices paid or a weighted 
average based on the quantities purchased at each 
price. Sometimes the average price of the goods pur- 
chased during one month is used as the basis for 
pricing out all issues for the following month. 

(b) The “ first-in-first-out ’’ method, which assumes 
that the stores are issued from the earliest lot pur- 
chased until exhausted, and then from the next 
delivery—the actual cost in each case being debited 
to the cost account. Such a method might work 
unfairly as between one job and another, when fluc- 
tuations have been frequent, but in practice it is 
generally found to be satisfactory. 

(c) The highest cost first method. This is adopted 
when it is considered good policy to have in stock 
those materials which have been least costly, and by 
this means the more highly priced lots are charged 
out first, although it may be that they were the more 
recently purchased. 

(d) The market value method, by which all materials 
issued are charged out at the prices ruling on the 
date of issue, no matter what the actual cost has 
been. 

It will be apparent that whichever method is 
adopted, the total sterling value of stores issued will 
not agree with the total cash expended for the goods 
which have been taken out of store. In addition to 
this fact, it should be stated that it is a common 
practice to add about 5 per cent. to cover the cost of 
handling, ete. This percentage is to cover wages of 
storekeepers, clerks, and other staff engaged in stores, 
and also. rent of store, insurance, depreciation and 


shrinkage of stock (such as occurs in weighing out in 
small quantities goods which have been purchased 
in bulk). Stores accounts will, therefore, have been 
debited with the commencing stock, goods purchased, 
returns inward, and storekeepers’ wages. It will have 
been credited with goods issued and returns outward. 
When the closing stock at the end of a financial year 
is taken into account, it will usually be found that a 
small credit balance remains. Any such difference 
is usually transferred to the credit of the trading 
account under the heading of “ Surplus on Stores.” 

Before leaving the subject of materials, I should 
like to mention several important points which ought 
to be set out clearly in the wording of any contract 
drawn up on a percentage basis. 

(1) Discounts.—Usually the purchaser should have 
the benefit of all trade discounts, but the contractor 
is entitled to retain the cash discounts which he 
obtains by paying for his supplies within the specified 
time. 

(2) Most “ Time and Lime” contracts include a clause 
specifying that the purchaser should be entitled to 
an allowance for scrap. In the building of a ship, 
for example, a considerable amount of scrap steel is 
made by reason of the countless number of holes 
which are punched in the steel plates prior to rivetting, 
and also in cutting the plates to the exact size re- 
quired. This scrap is collected and sold at regular 
intervals, and in a busy yard it amounts to a consider- 
able cash value in the course of a year. In some 
instances the contract specially provides that credit 
should be given for scrap based on a certain per- 
centage of the total invoice weight of steel debited 
to the cost of the ship. It is usual, however, in most 
yards (owing to the difficulty of arriving at the actual 
value of scrap derived from each vessel) to take the 
value of the scrap sold over a given period, deduct 
the cost of collecting and loading, and then credit 
the ships with the balance as a percentage on the 
invoice weight of the steel used, or, alternatively, 
pro rata to the total of the platers’ labour, on each 
vessel, 

(3) All material spoiled should be credited to the 
job cost at a figure inclusive of cost of material plus 
labour expended thereon, and overhead expenses. 
Spoils may be brought about in a variety of 
ways, such as faulty labour, faulty material, faulty 
machinery, accidents, or experimental work. 

(4) Carriage.—Carriage on all direct purchases is 
a proper charge to the contract, and the indirect 
materials passing through the stores will also have 
their appropriate share of carriage allocated to them. 

(5) Service bolts.—Care should be taken to ascer- 
tain that proper credit is given for such items as 
service bolts, which are charged to the job, but do 
not form a part of the construction, and are removed 
when no longer required, being gathered up for use 
on future work. The full cost of these bolts and 
any similar fittings should not be debited to the job, 
but only a charge made for their use. 

(6) Sub-Contracts.—The costs of sub-contracts are 
usually subjected to the same examination as the 
costs of the main contract. 
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OVERHEAD EXPENSES. 

After the labour and materials, the next and the 
most important point of all is that of overhead ex- 
penses, which are sometimes referred to as oncost 
or as indirect charges. They include such charges as 
cannot be assigned specifically to any individual job 
or contract, for example, rent, rates, depreciation, 
insurance, salaries, and general expenses. 

In many concerns these are divided into two classes 
known as “ Fixed ” and “ Variable ” Expenses. The 
chief items of expenditure falling under these headings 
are as follows : 

Fixed Expenses : 

Management salaries. 

Rent and rates. 

Insurance—fire, boiler, etc. 

Repairs to buildings. 

Stationery and printing. 

Travelling expenses. 

Telegrams, telephone, and postages. 

Upkeep of service bolts, models, and patterns. 

Watchmen and gatemen. 

Proportion of head office charges. 

Depreciation of buildings and plant. 

Loss on loose tools and working plant. 

Variable Expenses : 

These may be divided into several classes : 

(1) Repairs to tools, subdivided as under : 
Hand and machine tools ; 
Pneumatic tools ; 

Other tools. 
Repairing, attending, and cleaning machin- 
ery, sub-divided over the different classes of 
plant. 
(3) All other indirect labour. 
(4) Coal, gas, electricity, water, compressed air, 

and hydraulic power. 

(5) Consumable stores. 


Of all the problems which face the cost accountant, 
undoubtedly the vital one is the question of the best 
way in which to allocate overhead expenses. In the 
old days these expenses were usually recovered by 
means of an all-round percentage on wages, but with 
the introduction of labour-saving machinery the 
wage bill for a given output fell considerably, and 
concurrently with this decrease in wages, there was 
an increase in overhead expenses. This rise and fall, 
however, varied in extent, and it became increasingly 
difficult to arrive at a suitable rate to apply to the 
different processes and products. Many varied 
methods are now used in different undertakings of 
“ spreading” these costs in order to ensure that 
each product or class of product shall be debited 
with its relative proportion, and after years of ex- 
perience, the more important industries have been 
enabled to choose the particular method which is 
most appropriate to the special circumstances of the 
trade. The nature of the work carried on, the method 
of costing adopted, and many other factors all have 
a direct bearing upon this problem. 

When the war-time costs of numerous manufactur- 
ing concerns were subjected to keen investigation, 


(2) 


it was discovered that there existed a great diversity 
of method in regard to this important matter. 

Amongst the different methods of allocation might 
be mentioned : 

(1) A percentage on direct wages. 
(2) A percentage on direct materials. 
(3) A rate per hour of direct labour. 
(4) A rate per machine hour. . 

It may be taken for granted that there is no specific 
allocation of overheads that can be selected as being 
suitable for all industries. No matter how carefully 
and elaborately a system has been thought out, the 
results must inevitably be approximate. 

There is one important matter connected with this 
portion of the subject to which reference should be 
made, viz., the inclusion of interest on capital as an 
item of cost. This question has from time to time 
given rise to much controversy. Undoubtedly there 
are some industries in which interest on capital is a 
a proper charge to cost. Especially is this so where 
there is an appreciable lapse of time between the date 
of manufacture and the delivery of the manufactured 
goods, as, for example, in the case of such com- 
modities as wine, soap, etc. Similarly in regard to the 
timber trade, the excessive cost incurred by thie 
stacking of timber during the process of seasoning 
is an item which must be carefully taken into 
consideration. 

Broadly speaking, however, interest on capital is 
a division of profit, and not an item of cost. So far as 
** Time and Lime” contracts are concerned, we must 
endorse the attitude which was adopted by the 
Government departments when they refused to 
allow this expense. No doubt this decision was 
arrived at in order that there might be uniformity of 
treatment, and also to obviate any friction by 
allowing the contractors to arrange their capital 
resources in whatever manner they thought best. 
Further, to have adopted any other method would 
have entailed an investigation into the books of each 
contractor in order to ascertain the amount of the 
capital which was being employed. When we re- 
member that in some instances only a section of the 
works was engaged on the manufacture of armaments, 
the difficulties arising from such an investigation will 
be realised. 

Post-War DEVELOPMENTS. 

Experience has always been the best teacher. The 
lessons gained during the years 1914 to 1918 have left 
an indelible impression on many matters, and in 
many places. 

Great progress has been made in accountancy, 
and more especially in cost accountancy, in the years 
which have intervened since 1919. 

The management of many of our large industrial 
concerns have decided that it is unsatisfactory to 
wait for half-yearly and yearly trading and profit 
and loss accounts. They now demand such state- 
ments at intervals of a month or less, and although 
resort must be made to a certain amount of approxi- 
mation in presenting financial returns at such short 
intervals, it has been found possible so to organise the 
accountancy departments as to give figures which 
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reflect the results within a sufficiently close margin 
of accuracy. 

In order to achieve this much-to-be-desired im- 
provement in business methods, no small part has 
been played by the introduction of mechanical 
methods of book-keeping. The calculator, the adding 
machine, and the ledger posting machine have brought 
about a revolution in office methods, and it is now 
possible to deal with a vast amount of detail in a 
short space of time. Various methods of keeping 
records on punched cards and the use of electrical 
or mechanical sorting contrivances have also contri- 
buted very largely to the success which has attended 
the effort to produce financial statements very shortly 
after the close of a fiscal period. 

Should the time arrive when once again circum- 
stances call for a return to contracts on a percentage 
basis, it will be found that the changes to which I 
have referred have contributed in a material degree 
to making the task of the investigator much simpler 
than it was twenty years ago. 

Reference has already been made to the great 
differences which existed in the war years as between 
the overhead expenses incurred and the methods of 
their allocation, but since that time much good work 
has been accomplished, at least in some industries, in 
establishing uniform systems of costing. Progress 
in this direction is somewhat slow, and possibly it 
may be traced to that ingrained British characteristic 
which is apt to raise objections to any innovation 
which might tend to restrict individuality or favour 
uniformity. There is still room for expansion in this 
respect, and many other schemes are at present 
under consideration. Needless to say, such progress 
will tend to facilitate the fixing of satisfactory ar- 
rangements in regard to the additions to be made 
for overheads and profit in Cost-plus contracts. 


THE PROFESSIONAL ACCOUNTANT. 

Finally, in considering the large sums of money 
to be spent on rearmament, we are entitled to ask 
what is to be the position of the professional accoun- 
tant in reference to the important points that will 
arise. Are his services to be utilised in any way in 
safeguarding the interests of the taxpayers upon 
whom the burden will fall ? 

In carrying out his ordinary duties, the auditor 
to a firm or a limited company does not conduct an 
examination of the costing system in operation in 
the particular organisation concerned, unless his 
instructions specifically include this work, and his 
remuneration is agreed at such a figure as will re- 
imburse him for the labour involved. 

Will the co-operation of any of the trade organis- 
ations be sought, and will any advisory committees 
be established ? If so, we cannot too strongly em- 
phasise the need for the inclusion on such committees 
of a number of qualified accountants who possess the 
tequired knowledge and experience of cost accounting 
to deal with every problem which is likely to arise 
nc connection with contracts fixed on a percentage 

S. 
ConTrRACTS FOR MUNITIONS. 

The following conclusions of an Inter-departmental 
Conference which was organised at Washington in 


1917 to consider and make recommendations con- 
cerning Uniform Contracts and Cost Accounting 
Definitions may be of interest :— 

It was recommended that “in every instance 
where fair terms can be obtained, contracts should 
be in the form of straight purchase-and-sale contracts 
at fixed prices.” Secondly, “* In the determination of 
fair terms for fixed price contracts, the contractor, 
in so far as possible, should be required to state the 
cost and other factors upon which his price is based ; 
such representations to be the subject of investiga- 
tion by the contracting officer prior to the final execu- 
tion of the contract, and if found to be incorrect, the 
price to be adjusted accordingly.” 

In addition to the above proposals, a further form of 
contract has been suggested, ‘‘ which would eliminate 
the objectionable features of the cost-plus agreement, 
and at the same time enable the Government to 
procure its munitions quickly and without loss to 
the contractor. This has been designated the adjusted 
compensation contract, and its purpose is threefold : 

‘ First, to insure the contractor against loss ; second, 
to provide an incentive to produce the munitions in 
the shortest possible time ; and third, to provide an 
incentive for their production at the lowest possible 
cost. 

** With respect to the first of these, the contractor 
will be paid concurrently for all expenditures incident 
to the performance of the work. These include the 
salaries of the officers and employees, or that portion 
of them which is applicable under the contract ; the 
wages of the workmen; the cost of all material 
required ; the plant overhead ; the depreciation on 
plant and facilities used ; the cost of preparing the 
plant for performing the work; the cost of any 
machinery or tools which may be required for the 
performance of the work ; and, when the contract is 
completed, or if it is terminated before completion, 
the cost of rehabilitating the plant or restoring it to 
its original condition. In addition to being paid his 
costs, he will be paid a predetermined fee. Thus the 
contractor is insured against loss. This saves the 
contractor the trouble incident to borrowing large 
sums of money from banks and paying high rates of 
interest. It enables the contractor, if the work is 
terminated, to receive the payment of any balance 
due without the necessity of filing a claim. 

** The second point is to provide an incentive to the 
contractor to produce the munitions quickly. To 
supply troops that may be called to the colours with 
munitions promptly is of paramount importance. 
The availability of munitions on the firing line soon 
after declaration of war may mean the saving of 
thousands of lives, and shorten the war, with a huge 
financial saving to the nation. As an incentive to 
produce munitions expeditiously, the contract pro- 
vides for the payment of a predetermined fee upon 
completion of work. If, for example, the estimated 
time for completion of the work is one year, a fee 
based on the value of the contractor’s plant and 
capital used in the period is determined and made a 
part of the contract. If the contractor performs the 
work in less than one year, the full fee is paid. The 
contractor, therefore, has an incentive to complete 
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the work in the least possible time. If, on the other 
hand, it takes longer than a year to complete the 
work, no additional fee is allowed. 

*‘ The third point is to provide for the production of 
munitions at the lowest possible price. It is apparent 
that if the Government, without any limitation, paid 
all of the contractor’s costs, there would be nothing 
to prevent a contractor from paying abnormally high 
prices for materials, or from attracting workmen 
from competing plants by lure of higher wages. 
This was the principal objection to the cost-plus 
contracts used during the World War. In the ad- 
justed compensation contract, the salaries of the 
officers, the rates of wages to be paid for the various 
classes of labour, and the unit prices of the material 
to be used on the work are set forth, and these prices 
may not be exceeded unless a federal agency ap- 
pointed for the purpose of regulating the prices of 
labour and material alters it. In the absence of such 
agency, the chief of branch may authorise necessary 
changes. The contract provides that if the contractor 
produces the articles or work called for at less than 
the estimated cost, he will be given a share in the 
savings. This offers an incentive to the contractor to 
keep costs down to a minimum and to devise ways, 
based on ability and experience, of performing the 
work more economically.” 

The Conference also decided that “ in numerous 
instances it would be necessary to obtain production 
by paying for the entire cost of the same, and in 
addition a fair profit to the contractor. Such cost- 
plus contracts may be necessary under the following 
conditions : 

*«(1) Where the production is novel and the con- 
tractor has had no past experience upon which to 
base a price ; for example, steel helmets, large calibre 
guns, and shells for same, aeroplane motors, and the 
like. 

««(2) Where the production involves difficult and 
complicated manufacturing effort subject to changing 
plans and specifications, or wide fluctuations in 
material costs ; for example, steel and wooden ships, 
aeroplanes, optical glass-work, and the like. 

**(3) Where the contractor, though deserving of 
confidence, lacks sufficient working capital and plant 
equipment to carry through the job. 

(4) Engineering or building jobs for which the 
cost-plus contract has for many years been standard.” 


CO-ORDINATION AND CO-OPERATION. 

It is true that the accountant cannot work entirely 
alone in these matters; he must consult engineers 
and other experts on the many technical aspects, 
and managers in regard to the works organisation. 
His recommendations and decisions must be framed 
after careful consideration of their views, and must 
correspond with the works organisations and technical 
details. It must never be forgotten that at every 


step the human element is a very important factor. 
The most perfect machinery needs competent super- 
vision, and the efficiency and economy with which a 
contract is ‘ulfilled depend very largely on the men 
to whom the, direction and execution of the work are 


entrusted. The accountant himself must seek the 
co-operation of people of diverse experience and 
outlook, and must be willing to adjust himself 
accordingly. He must use tact and patience, while 
maintaining always the high standard of probity 
and skill which have won for our profession its 
present position in the public confidence. 


Discussion, .- 

Group A.—It was suggested that when examining 
costs it was helpful for an accountant to have comparisons 
of separate factories producing similar products, but it 
was pointed out that such comparisons were generally of 
little value owing to differences in the plant and the 
lay-out of the factories, etc. Difficulty was seldom 
experienced in obtaining accurate information regarding 
direct labour, but the same could not be said with regard 
to indirect labour. Re ing interest on capital, the 
view was favoured that such interest should be charged 
in the costs. 

Group B.—The difficulty of fixing prices on output 
where works were not working to capacity was di . 
Idle time expense had to be borne in mind in levying 
overhead charges. A suggested method for overcoming 
this difficulty was to budget for oncost by reference to 
standard productive capacity. At the end of a test 
period an ‘‘ Under-absorbed Burden A/c.” or an “ Over- 
absorbed Burden A/c.” could be raised, as the case might 
be. The total of this account could then be re-distributed 
over the following period. It was considered that a good 
method of price-fixing would be to supply an estimated 
cost price and a corresponding selling price. If the 
estimated cost proved to be lower, or the work was carried 
out in less than the stipulated time, the contractor should 
be given a premium bonus percentage. A discussion 
arose as to whether the cost of goods in manu- 
facture should be charged as oncost. Whether com- 
pensation should be paid to the contractors for such 
damage appeared to be a matter of circumstances. It 
would be unfair to give compensation for damage due to 
inefficient workmanship, and it would be equally unfair 
not to give compensation for damage caused by some 
inherent flaw in raw material, which flaw could not be 
ascertained by the manufacturer before the process of 
manufacture commenced. It was considered that interest 
on capital locked up in goods between the date of the 
manufacture and the date of delivery should form a valid 
charge against the price of goods. Immediately the goods 
were delivered their value became represented by book 
debts, the collection of which became a financial matter. 
Interest on capital locked up in these book debts did not 
form part of the cost price of the goods and should not 
be included as an element of oncost. The recommendation 
in the paper against taking interest on capital into con- 
sideration was thought to refer to the specialised accounts 
dealt with rather than to cost accounts generally. 


Group C.—This group was fortunate to include a 
member who had had considerable experience of costing 
from the point of view of the Government Department 
checking the figures. Where instalments were paid on 
account of a contract the Solicitor-General had decided 
that cash discounts should be brought into account in 
arriving at cost. The difficulty of identifying payments 
charged as direct charges, but properly attributable to 
establishment charges, was mentioned. An _ inefficient 
factory under the old system of costs would receive 4 
higher percentage, which penalised efficiency. The dangers 
of overloading the wages sheet was mentioned, and it 
was agreed that the Government checker should inspect 


‘work in progress at unexpected times. It was agreed 


that, on the whole, the percentage basis was bad, and a 

solution seemed to be for the Government to 

take over whole concerns and pay a dividend to cover 
rent, wear and tear, and a reasonable profit. 

Grour D.—The ‘“ Cost plus Profit’ method of con- 

tracting while possessing certain inherent disadvantages. 

was considered satisfactory provided the usual safeguards 
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were adopted. Accountants with experience of this 
method in connection with various Government depart- 
ments took the view that the alternative methods suggested 
from time to time would prove less efficient. In the case 
of contracts of a special nature where tenders were im- 
practicable the ‘‘ Cost plus Profit ” method was regarded 
as essential. The system depended almost entirely on 
efficient costing records from the point of view of both 
the manufacturer and the customer, the main safeguard 
to the latter being the right to inspect the costings. 


Group E.—It was agreed that there was too much 
confusion between estimating and costing. ing was 
looking backwards, whereas estimating was looking 
forwards. It was agreed that the system of “ cost plus ” 
should only be used in exceptional cases. Where wren | 
prices were fixed (and in many cases market prices deci 
these), the ‘* hit-and-miss ” system had to be used. The 
question of the inclusion of profit in the valuation of 
“ Work in ” was considered, and it was agreed 
that some profit should be included, but the system 
should be standardised. It was also agreed that cost 
must be cost per unit, e.g., cost per passenger mile, and 
not cost generally for comparative purposes. 


Group G.—The need for price-fixing on a cost plus 
percentage basis, while being fully appreciated, was 
deprecated unless the special circumstances justified its 
use. The ordinary methods of estimate and a fixed 
price contract should be used wherever possible. In a 
time of great fluctuation in price of materials and labour 
it was suggested that the contract could provide for the 
necessary adjustments arising from these causes. The 
evils prevalent in the war-time contracts placed under 
this system, particularly the lack of incentive to the 
contractor to maintain a low cost, were mentioned. 
Means of overcoming these evils were discussed, and it 
was Ss : (1) That purchasers must have means 
and should avail themselves of the opportunity of inspect- 
ing the contractors’ costing records ; (2) that there should 
be close co-operation between technical staff and the 
costing inspector in order to verify the materials and 
labour to the contract ; (3) that contracts based 
on cost plus profit should have the profit fixed on a sliding 
scale giving a greater percentage of profit on saving in 
cost over an estimated to be agreed between the 
parties ; (4) that in the case of Government contracts the 
Government should purchase in large quantities for the 
benefit of all contractors, thus effecting savings in cost 
and placing all contractors on a similar basis as to cost of 
raw materials ; (5) that as no risk of loss was taken by 
contractors a lower percentage of profit should suffice ; 
(6) that oncost should generally be added as a percentage 
on wages and not on materials or total cost, owing to the 
greater fluctuation in the price of the materials. It was 
agreed that, as a general rule, ** Spoils ” should not form 
part of the cost of a specific contract, but should be 
recovered as oncost spread over all contracts ; although 
special consideration and treatment might be necessary 
in the case of experimental work or training of labour for 
specific contracts. Wherever possible oncost should be 
added by means of a machine or man-hour rate as being 
the most scientific method. Adding oncost by means of a 
general percentage should be avoided if at all possible. 
Profits to the contractor should be fixed on a sliding scale 
wherever possible as an inducement to him to reduce 
costs. 


Group H.—The question of compensation for loss in 
respect of plant rendered idle in connection with the 
manufacture of munitions for the Government was 
considered ; also whether interest on capital should be 
included in ‘‘ overhead ” expenses or provided for in the 
Percentage added on to “ Cost” to cover “* Profit.” 


The Lectures on “* Some Practical Aspects of Income 
Tax,” by Mr. Goldstein, and on “ Public Speaking 
for Accountants,” by Mr. Witty, will appear in our 


CLOSING MEETING AND RESOLUTIONS OF 
THANKS. 


The closing meeting of the Course was held after 
dinner on Saturday July 4th. Mrs. Wilson Bartlett 
presented the prizes to the winners of the Golf and 
Tennis Tournaments. 

On the motion of the Vice-President (Mr. Walter 
Holman), seconded by Mr. E. Cassleton Elliott 
(Past President), the following resolutions were 
unanimously adopted :— 

“That the members of the Incorporated 
Accountants’ Course, Cambridge, 1936, tender their 
cordial thanks :— 

To the Vice-Chancellor of the University of 
Cambridge for his presence and personal interest. 

To the Masters and Fellows of Gonville and Caius 
College for their kindness in granting the use of the 
College and for the valuable facilities afforded for 
the Course (special reference to Miss Bradbury). 

To the Assistant Treasurer of the university 
for his felicitous opening of the Course. 

To the Principal of Newnham College for the 
facilities so kindly granted to the women members. 

To the Dean of Gonville and Caius College for 
the use of the College Chapel. 

To the Rev. Paul Gibson, Principal of Ridley 
Hall, for kindly officiating at the Service. 

To the President and members of the Caius 
College Amalgamated Clubs for the use of the Sports 
Ground. 

To the President and members of the University 
Swimming Club for the use of the swimming pool. 

To the Gog-Magog Golf Club for the use of 
the course.” 

Mr. Holman said they would also like to express 
their appreciation of the attention they had received 
from all the College servants, those they had seen 
and those they had not seen—among the latter the 
College chef. (Applause). 

On the motion of Mr. W. J. Busschau, D.Phil., 
Durban (South Africa) and Oxford, seconded by 
Major S. T. Tunbridge, Great Yarmouth, the follow- 
ing resolutions were unanimously adopted :— 

“That the members of the Incorporated 
Accountants’ Course, Cambridge, 1936, tender their 
cordial thanks :— 

To the Lecturers for their valuable papers. 

Tothe members who have kindly taken the chair. 

To the Chairmen and Secretaries of groups for 
their careful organisation of the work. 

To the members of the Course who have assisted 
in the arrangements in a number of directions.” 


Sir STEPHEN KUILuIK said he was very sensible of 
the honour which they had paid him by choosing him 
to propose a vote of thanks to their President. 
After the very able and interesting address which 
they had had that morning from Mr. Witty on the 
subject of public speaking—one of the best speeches 
he had heard for a long time—and the excellent dis- 
courses which followed from some of the more junior 
members of the Society, he wondered whether they 
could not have made a much better choice than they 
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had done. But he was not going to apologise, 
because an expert in public speaking said to him : 
** Do not spend five minutes in telling your audience 
that you are not a good speaker. They will find 
that out much sooner for themselves.’ (Laughter.) 
It had been said that if you want to keep a friend 
you must not give him away; and in anything he 
said about Mr. Wilson Bartlett, he hoped he would 
not risk losing his friendship. In any case, he would 
tell them the truth—or at all events some of it. 
There was no difficulty in telling the truth. The 
difficulty was in getting it believed, and he remem- 
bered the late Lord Curzon, just before his lamented 
death, telling a story against himself on this subject. 
He was addressing an audience and he said: “I 
remember, when I was quite a youngster, getting the 
biggest hiding I ever had for telling what was the 
absolute truth”’—when someone in the audience 
cried out, *“‘ My word ! They cured you.”’ (Laughter.) 
But he knew they would believe him when he told 
them that Mr. Wilson Bartlett was held in the highest 
esteem in the district in which he lived and worked, 
and the people there should have greater opportunities 
of appraising his character and reputation than 
anyone else. If a man was thought well of by those 
with whom he was daily brought into business 
contact, they might rely on it he was a good man, 
and the Society was the better for having such a man 
as its President. (Applause.) And more par- 
ticularly because Mr. Wilson Bartlett took his 
duties so seriously that he gave up his valuable 
time to attend there personally and to take part in 
all their proceedings—to be one of them—and to 
show them by his charm of manner that he was not 
merely an official President, but a friend. It was, 
therefore, no mere formality, but in a spirit of sincere 
friendship that he proposed for their acceptance 
the following resolution: ‘“‘ That the members of 
the Incorporated Accountants Course, Cambridge, 
1936, tender their sincere and hearty thanks to Mr. 
R. Wilson Bartlett, President of the Society, for 
presiding at the proceedings—particularly at the 
dinner—for his personal interest in the preparation 
and execution of the arrangements for the Course, 
and for the personal welcome which he so kindly 
accorded to the members.” (Applause.) 

The resolution was seconded by Mr. F. A. Webber, 
Bristol, and carried by acclamation. 

The President, in responding, said it afforded him 
unusual pleasure to preside at the course, and he 
appreciated the splendid support which had been 
given him by all the members in every direction. 
He desired to acknowledge the cordial co-operation 
which he had received from his colleagues on the 
Council. The proceedings would be among the 
happiest events in his period of office, throughout 
which he had the companionship and help of Mrs. 
Wilson Bartlett upon all occasions ; she was delighted 
to be there that evening. (Applause.) 

Mr. Robert Cade, Johannesburg, in a humorous 
speech said how much he and the other guests from 
the British Dominions had enjoyed the Course. 
_ It was a memorable occasion for them to have the 
opportunity of meeting their fellow Incorporated 


Accountants in the venerable surroundings of Caius 
College and they would take home with them pleasant 
recollections of the kindness shown to them. 

Concluding the meeting, the President said he knew 
it was their wish that he should express their cordial 
thanks to Mr. Garrett and all the members of the 
Society’s staff for the excellent work which they had 
carried out in making the arrangements and during 
the time they had been at Cambridge. (Applause.) 

On behalf of himself and the Society’s staff, Mr. 
Garrett thanked the members for their cordial 
reception of the vote of thanks, and said how much 
they had enjoyed the course and the opportunity of 
meeting so many of the members. 


RECREATION. 

On the whole the Course was favoured by fine 
weather, and recreation and sport were enjoyed on 
each of the afternoons with the exception of Thursday. 
The Caius College Amalgamated Clubs placed the 
sports ground at Newnham at the disposal of mem- 
bers for cricket and tennis, and the University 
Swimming Club accorded facilities at the University 
Swimming Pool which is delightfully situated on the 
River. A number of boating parties were also 
arranged. Golf was played at the Gog-Magog 
Golf Course. 

Gor TOURNAMENT. 

By kind permission of the Captain and members 
of the Committee of the Gog-Magog Golf Course, 
a Medals Single Handicap was held on July 2nd 
and 3rd. About 28 members took out cards, but 
owing to the inclement weather conditions on the 
first day, very few cards were returned. The 
competition was won by Mr. R. Cade, of South Africa, 
who returned a net score of 77. 


TENNIS TOURNAMENT. 
In spite of the weather, members made full use 
of the excellent tennis courts available on the Caius 
College Old Sports Ground. A torrential downpour 


stopped play shortly before tea on Thursday, but on_ 


Friday tennis players were agreeably surprised to 
hear that the courts were quite fit for play and some 
enjoyable games were played throughout the after- 
noon. On Saturday a progressive tournament was 
organised; 28 players entered and after some 
strenuous play the first place was taken by Mr. J. 
Spoors, the second being Mr. M. G. R. Keeling. 


CRICKET. 


An enjoyable cricket match took place on Saturday, 
July 4th. The weather conditions were good, but 
low scoring prevailed. The result was: Mr. E. E. 
Edwards’s eleven, 47 runs; Mr. P. G. Stembridge’s 
eleven, 41 runs. On the two preceding afternoons 
the ground had been used for net practice, and from 
the result it would appear that the bowlers made 
better use of their opportunities. 


SwIMMING. 
Many members enjoyed swimming at the Univer- 
sity Bathing Sheds and in the upper reaches of the 
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river. Although the abnormal temperature which 
prevailed at the Course two years ago was not 
repeated, the bathing conditions were good. 
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. E. Furnival "Jones, Miss Dorothy C. Kee, Mr. M. G. R. Keeling, Mr. 
. A. Knight, Mr. S. T. Lawrie, Mr. P. Lazzari, Mr. C. W. Legge, Mr. 
. G. Lithgow, Mr. P. Lloyd, Mr. A. C. McDonald, Mr. e McMichael, 
. Macdonald, Mr. D. C. Macrae, Mr. D. Mahony, Mr. W. T. Manning, 
. Menzies, Mr. T. O. Morgan, Mr. S. T. Morris, Mr. S. G. Moss, 
. Mossford, Mr. W. A. Mountain, Mr. A. aueoee Mr. W. D. 
. Bertram Nelson, Mr. L. M. Oakes, Mr. J. H. Paterson, - 
Pavi : Miss Alice M. Paynter, Mr. A. Pellatt, Mr. C. A. 
8, Perkins, Str G. O: W. Pickard, Mr. PF. Pierce, Me. 
K. Pitt, Mr. S. Porter, Mr. G. Roby Pridie, Mr. L. 

. Radford, Mr. H. ey, s. Rainsbury, Mr. jon Reed, Mr. 
‘Riches, Miss Phyllis E. M. Ridgway, Mr. T. J. Robertson, Mr. L. E. 
Rudicin, Mr. S. Scotter, Mr. P. Sheard, on H. B. Sheasby, Mr. J. Sloan, 
Mr. E. Smith, Mr. P. L. Smout, Mr. J. E. S , Mr. W. H. Stalker, Mr, 
P. G. Stembridge, Mr. C. T. Stephens, Mr. P. . Stevenson, Mr. W. E. Taffs, 
Mr. K. G. Taylor, Major S. T. Tunbridge, Mr. H. M. Turner, Mr. L. O. 
Varrall, Mr. Percy H. Walker, Mr. A. D. Ward, Mr. W. W. Ward, Mr. F. A. 
Webber, Mr. W. T. Wilkins, Mr. C. P. Wilson, Mrs. Doris M. Winckler, 
Mr. F. R. Witty, Mr. F. L. Wyatt, Mr. Ernest E. Edwards ( Parliamentary 
Secretary) and Mr. A. A. Garrett (Secretary). 


The Executive and Reception Committees were con- 
stituted as follows :— 

og Committee: Mr. Wilson Bartlett, J.P. (President K the 
Society), Mr. Walter * 8 ‘(Wice-President, of the Society), Mr. C. 
Hewetson Nelson, jJ.P., Sir Thomas Keens, Mr. Henry Morgan, Mr. y 
Cassleton Elliott, Mr. Richard 4 A. Witty, Mr. A. A. Garrett, Mr. Ernest E 
Edwards, B.A. and Mr. J. R. W. Alexander, M.A. 


penne: 


Recedtion Committee: Mr. Edward Baldry, Mr. Donald V. By ey ; 


Mr. W. T. Manning, Mr. W. Bertram Nelson, Miss A. M. Pa 
Roby Pridie, Mr. John E. Spoors, Mr. C. T. Stephens, Mr. F. 
Mr. F. L. Wyat t. 

Secretary: Mr. Alexander A. Garrett, M.B.E., M.A. 


Witty and 


Changes and Removals. 


Messrs. Batty and Co., Incorporated Accountants, 126, 
Bishopsgate, London, E.C.2, have taken into partnership 


Mr. S. C. Vanstone. 
unchanged. 


The style of the firm will remain 


Mr. S. Boye, Incorporated Accountant, anounces 
that he is now in practice on his own account at 38, 
rg Place, Belfast, under the style of Samuel Boyle 


Messrs. Brown, Phillips and Stewart have changed their 
address to 1, Downing Street, Penang. 


Mr. John C. Clay, Incorporated Accountant, has taken 
into partnership Mr. R. J. Clark. The practice will be 
carried on under the style of Clark, Clay and Co., 42, 
Foregate Street, Worcester. 


Messrs. Salisbury, Beaton & Raynham, Kimberley, 
South Africa, have taken into partnership Mr. John 
Henry Jordaan. The business will continue to be carried 
on in partnership under the same firm name. 


Mr. Fred Scorah, Incorporated Accountant, has removed 
his office to 9B, Packers Row, Chesterfield. 


FINANCE ACT. 


The following are the provisions of the Finance Act, 
1936, relating to Income Tax and certain other financial 
matters : 

Parr II. 


Income Tax. 

14.—(1) Income tax for the year 1936-37 shall be charged 
at the standard rate of four shillings and ninepence in 
the pound, and, in the case of an individual whose total 
income exceeds two thousand pounds, at such higher 
rates in respect of the excess over two thousand pounds 
as Parliament may hereafter determine. 

(2) All such enactments as had effect with respect to 
the income tax charged for the year 1935-36 shall have 
effect with respect to the income tax charged for the 
year 1936-37. 


HicHer Rates or INcomMeE Tax. 

15. Income tax for the year 1935-36 shall be charged, 
in the case of an individual whose total income exceeded 
two thousand pounds, at the same higher rates in respect 
of the excess over two thousand pounds as were charged 
for the year 1934-35. 


PERSONAL ALLOWANCE OF MARRIED PERSONS. 

16. Subsection (1) of section eighteen of the Finance 
Act, 1920 (which, as amended by section forty of the 
Finance Act, 1927, section eight of the Finance (No. 2) 
Act, 1931, and section twenty of the Finance Act, 1935, 
provides for a deduction of tax on one hundred and 
seventy pounds in the case of married persons) shall 
have effect as if the words “one hundred and eighty 
pounds ” were substituted for the words “‘ one hundred 
and seventy pounds.” 


DEDUCTION IN RESPECT OF CHILDREN. 

17. Section twenty-one of the Finance Act, 1920 
(which, as amended by section forty of the Finance Act, 
1927, section eight of the Finance (No. 2) Act, 1931, 
and section twenty-one of the Finance Act, 1935, pro- 
vides for a deduction of tax on fifty pounds in respect of 
each child) shall have effect as if the words “‘ sixty pounds” 
were substituted for the words “fifty pounds” in sub- 
sections (1) and (3) thereof. 


PROVISIONS FOR PREVENTING AVOIDANCE OF 
INcomME Tax By TRANSACTIONS RESULTING IN 
THE TRANSFER OF INCOME TO PERSONS ABROAD. 

18. For the purpose of preventing the avoiding by 
individuals ordinarily resident in the United Kingdom 
of liability to income tax by means of transfers of assets 
by virtue or in consequence whereof, either alone or in 
conjunction with associated operations, income becomes 
payable to persons resident or domiciled out of the 
United Kingdom, it is hereby enacted as follows :— 

(1) Where such an individual has by means of any such 
transfer, either alone or in conjunction with associated 
operations, acquired any rights by virtue of which he has, 
within the meaning of this section, power to enjoy, 
whether forthwith or in the future, any income of a 
person resident or domiciled out of the United Kingdom 
which, if it were income of that individual received by 
him in the United Kingdom, would be chargeable to 
income tax by deduction or otherwise, that income shall, 
whether it would or would not have been chargeable 
to income tax apart from the provisions of this section, be 
deemed to be income of that individual for all the purposes 
of the Income Tax Acts: 

Provided that this subsection shall not apply if the in- 
dividual shows in writing or otherwise to the satisfaction 
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of the Special Commissioners that the transfer and any 
associated operations were effected mainly for some 
purpose other than the purpose of avoiding liability to 
taxation. 

(2) For the purposes of this section an associated 
operation means, in relation to any transfer, an operation 
of any kind effected by any person in relation to any of 
the assets transferred or any assets representing, whether 
directly or indirectly, any of the assets transferred, or to 
the income arising from any such assets, or to any assets 
representing, whether directly or indirectly, the accumu- 
lations of income arising from any such assets. 

(8) An individual shall, for the purposes of this section, 
be deemed to have power to enjoy income of a person 
resident or domiciled out of the United Kingdom if— 

(a) the income is in fact so dealt with by any person 
as to be calculated, at some point of time, and 
whether in the form of income or not, to inure 
for the benefit of the individual ; or 

(b) the receipt or accrual of the income operates to 
increase the value to the individual of any assets 
held by him or for his benefit ; or 
the individual receives or is entitled to receive, 
at any time, any benefit provided or to be pro- 
vided out of that income or out of moneys which 
are or will be available for the purpose by reason 
of the effect or successive effects of the associated 
operations on that income and on any assets 
which directly or indirectly represent that 
income ; or 

(d) the individual has power, by means of the exer- 
cise of any power of appointment or power of 
revocation or otherwise, to obtain for himself, 
whether with or without the consent of any 
other person, the beneficial enjoyment of the 
income ; or 

(e) the individual is able in any manner whatsoever, 
and whether directly or indirectly, to control 
the application of the income. 


(4) In determining whether an individual has power 
to enjoy income within the meaning of this section, regard 
shall be had to the substantial result and effect of the 
transfer and any associated operations, and all benefits 
which may at any time accrue to the individual as a result 
of the transfer and any associated operations shall be 
taken into account irrespective of the nature or form of 
the benefits. 

(5) For the purposes of this section— 

(a) a reference to an individual shall be deemed to 
include the wife or husband of the individual ; 

(b) the expression “assets” includes property or 
rights of any kind, and the expression “‘ trans- 
fer’’ in relation to rights includes the creation 
of those rights ; 

(c) the expression ‘“‘ benefit ’’ includes a payment of 
any kind ; 

(d) references to income of a person resident or 
domiciled out of the United Kingdom shall 
where the amount of the income of a company 
for any year or period has been apportioned 
under section twenty-one of the Finance Act, 
1922, include references to so much of the income 
of the company for that year or period as is equal 
to the amount so apportioned to that person ; 
references to assets representing any assets, 
income or accumulations of income include 
references to shares in or obligations of any 
company to which, or obligations of any other 


person to whom, those assets, that income, or 
those accumulations are or have been transferred, 

(6) The provisions of the Second Schedule to this Act 
shall have effect for the purpose of carrying this section 
into effect and otherwise for supplementing the provi- 
sions of this section, and this section is referred to in that 
Schedule as “‘ the principal section.” 

(7) The provisions of this section shall apply for the 
purposes of assessment to income tax for the year 1935-36 
and subsequent years, and shall apply in relation to 
transfers of assets and associated operations whether 
carried out before or after the commencement of this Act : 

Provided that, for the year 1935-36, no income shall 
be charged to tax at the standard rate by virtue of the pro- 
visions of this section, but surtax shall be assessed and 
charged as if any income which would, but for this pro- 
viso, have been charged as aforesaid had in fact been so 
charged. 


GENERAL AMENDMENTS OF FINANCE ACT, 1922, 
SECTION 21. 

19.—(1) For the purposes of subsection (6) of section 
twenty-one of the Finance Act, 1922, a company shall be 
deemed to be under the control of not more than five 
persons— 

(a) if any five or fewer persons together exercise, or 
are able to exercise, or are entitled to acquire, 
control, whether direct or indirect, over the 
company’s affairs, and in particular, but without 
prejudice to the generality of the foregoing 
words, if any five or fewer persons together 
possess, or are entitled to acquire, the greater 
part of the share capital or voting power of the 
company ; or 
if any five or fewer persons together possess, or 
are entitled to acquire, either the greater part of 
the issued share capital of the company, or such 
part of that capital as would, if the whole of the 
income of the company were in fact distributed 
to the members, entitle them to receive the 
greater part of the amount so distributed ; or 
if, on the assumption that the company is a 
company to which the said section twenty-one 
applies, more than half of its income (including 
any income which has been apportioned to it, or 
under the said section twenty-one) could be 
apportioned among not more than five persons. 

(2) In determining for the purposes of the said sub- 
section (6) whether a company is or is not under the 
control of not more than five persons, persons who are 
relatives of one another, persons who are nominees of 
any other person together with that other person, persons 
in partnership, and persons interested in any shares or 
obligations of the company which are subject to any 
trust or are part of the estate of a deceased person, shall 
respectively be treated as a single person. 

For the purposes of this subsection— 

(a) the expression “ relative’? means a husband, 
wife, ancestor, lineal descendant, brother or 
sister ; 

(b) a person shall be deemed to be the nominee of 
another person, if, whether directly or in- 
directly, he possesses on behalf of that other 
person, or may be required to exercise on the 
direction of or on behalf of that other person, 
any right or power which, by virtue of any 
of the provisions of this Act, is material in 
determining whether a company is or is not 
to be deemed to be under the control of not 
more than five persons. 
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(3) For the purpose of the provisions of the said 
section twenty-one and any provisions of this or any 
other Act relating thereto, the definition of the expression 
“company ”’ shall be extended so as to include any body 
incorporated in any part of the United Kingdom under 
any enactment, and in relation to any such body 
corporate other than a company within the meaning of 
the Companies Act, 1929, or any corresponding enact- 
ment in force in Northern Ireland, the said provisions 
shall have effect subject to the following modifications— 


(a) references to winding-up shall include references 
to the dissolution or cancellation of the registry 
of the body corporate in any manner authorised 
by any rules, regulations or other instrument 
constituting or regulating the body corporate 
or any enactment applying to the body cor- 
porate ; and 
references to an order or resolution for winding- 
up shall include references to the signing of 
any instrument, the making of any application 
or the doing of any other act which is authorised 
as aforesaid with a view to dissolving, or 
cancelling the registry of, the body corporate ; 
and 

(c) references to the liquidator shall include 
references to any person in charge of the 
winding-up of the affairs of the body corporate. 

(4) At the end of sub-paragraph (iii) of paragraph (a) 
of subsection (1) of the said section twenty-one there shall 
be added the following words—* or 

(iv) in redemption or repayment of any share or loan 
capital or debt (including any premium on such 
share or loan capital or debt) issued or incurred 
otherwise than for adequate consideration,” 

and at the end of the said subsection there shall be 
inserted the following paragraphs — 

“For the purposes of this subsection share or 
loan capital or debt shall be deemed to be issued 
or incurred otherwise than for adequate con- 
sideration if— 

(A) it is issued or incurred for consideration 
the value of which to the company is sub- 
stantially less than the amount of the capital 
or debt (including any premium thereon); or 
it is issued or incurred in or towards, or 
for the purpose of raising money applied 
or to be applied in or towards, the redemption 
or repayment of any share or loan capital 
or debt which itself was issued or incurred 
for such consideration as is mentioned in the 
last foregoing paragraph or which represents, 
directly or indirectly, any share or loan capital 
or debt which itself was issued or incurred 
for such consideration. 

References in this subsection to money applied 
or to be applied for any purpose shall be deemed 
to include references to money applied or to be 
applied in or towards the replacement of that 
money.” 


(5) Where a notice of charge is served on a company 
or the liquidator of a company under subsection (3) of 
the said section twenty-one and the tax thereupon 
becoming payable is not paid by the company before the 
expiration of three months from the date of service or 
before the second day of January following the year of 
assessment (whichever is the later), the tax shall there- 
upon, without prejudice to the right to recover it from 
the company, be recoverable from the member on whom 
the tax was assessed. 


‘(B) 


(6) The provisions of this and the next following 
section shall apply for the purposes of assessment to 
sur-tax for the year 1935-36 and subsequent years. 


AMENDMENTS OF SECTION 21 OF THE 1922 Act as RESPECTS 
INVESTMENT COMPANIES. 

20.—({1) The following provisions of this section shall 
have effect as respects companies (hereafter in this section 
referred to as “investment companies”’) the income 
whereof consists mainly of investment income, that is to 
say, income which, if the company were an individual, 
would not be earned income as defined in subsection (3) of 
section fourteen of the Income Tax Act, 1918: 

Provided that, for the purposes of this subsection, 
any income apportioned to a company under section 
twenty-one of the Finance Act, 1922, shall be deemed to 
be income of the company and to be investment income. 

(2) For the purpose of subsection (1) of the said 
section twenty-one the sums which are to be regarded as 
income available for distribution among the members of 
an investment company, and not as having been applied 
or being applicable to the current requirements of the 
company’s business or to such other requirements as 
may be necessary or advisable for the maintenance and 
development of that business, shall include any sum 
expended or applied, or available to be expended or 
applied, out of the income of the company in or towards 
the redemption, repayment, or discharge of any loan 
capital or debt (including any premium thereon) in 
respect of which any person is a loan creditor of the 
company. 

(3) Without prejudice to the provisions of the last 
foregoing section, an investment company shall be 
deemed for the purposes of subsection (6) of the said 
section twenty-one to be under the control of not more 
than five persons if any five or fewer persons would, if 
the company were wound up, be entitled as members 
or loan creditors of the company to receive more than 
half of the assets of the company which would be 
available for distribution to members and loan creditors. 

(4) Where an investment company is deemed by 
virtue of the last foregoing subsection to be under the 
control of not more than five persons by reason that 
any five or fewer persons would, if the company were 
wound up, be entitled as loan creditors to receive more 
than one-half of the assets therein referred to (whether 
or not it would otherwise be deemed to be under such 
control)— 

(a) the definition of the expression ‘“‘ member” 
shall, for the purposes of the said section twenty- 
one and any provisions of this or any other Act 
relating thereto, be extended so as to include 
any loan creditor of the company; and 
for the purpose of paragraph 8 of the First 
Schedule to the Finance Act, 1922, a loan 
creditor shall be deemed to have an interest 
in any income of the company to be apportioned 
under that paragraph to the extent that that 
income, or assets representing it, has or have 
been expended or applied or is or are available 
to be expended or applied in redemption or 
repayment or discharge of the loan capital or 
debt (including any premium thereon) in respect 
of which he is a loan creditor : 

Provided that— 

(i) where by virtue or in consequence of any settle- 
ment within the meaning of the next following 
section of this Act a loan creditor has been or 
could be required by some other person (herein- 
after referred to as a “ beneficiary”) to pay to 
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the beneficiary the whole of any sums which have 
been or might be paid to that loan creditor by 
the company in redemption, repayment or dis- 
charge of the loan capital or debt (including 
any premium thereon) in respect of which he is a 
loan creditor, or to pay or transfer to the bene- 
ficiary the whole of any sums or assets represent- 
ing directly or indirectly any such sums as afore- 
said, the beneficiary and not the loan creditor 
shall be deemed, for the purposes of the said 
section twenty-one of the Finance Act, 1922, and 
any provisions of this or any other Act relating 
thereto, to be a member of the company and, for 
the purposes of the said paragraph 8, to have the 
interest in the income of the company which the 
loan creditor would, but for this provision, be 
deemed to have by virtue of the foregoing pro- 
visions of this section ; and 

where a loan creditor has been or could be 
required as aforesaid to pay or transfer to the 
beneficiary a part only of any such sums or assets 
as aforesaid, the beneficiary, as well as the loan 
creditor, shall be deemed to be a member of the 
company for the purposes of the said section 
twenty-one of the Finance Act, 1922, and any 
provisions of this or any other Act relating thereto, 
and for the purpose of the said paragraph 8 the 
interest which the loan creditor is deemed to have 
in the income of the company by virtue of the 
foregoing provisions of this section shall be 
apportioned by the Special Commissioners between 
the beneficiary and the loan creditor. 


(5) In relation to an investment company paragraph 
11 of the First Schedule to the Finance Act, 1922, shall 
have effect as if references to shares included references 
to loan capital. 


(6) Where, whether before or after the passing of this 
Act, an order has been made or a resolution passed for 
the winding-up of an investment company to which section 
twenty-one of the Finance Act, 1922, applies, the following 
provisions shall have effect :— 

(a) the actual income of the company from all sources 
since the date of the order or resolution shall, 
for purposes of assessment to surtax, be deemed to 
be the income of the members ; 
the Special Commissioners shall from time to 
time by notice in writing to the liquidator direct 
that the amount of that income for the year or 
period specified in the notice shall be deemed for 
those purposes to be the income of the members 
for that year or period, and the amount thereof 
shall be apportioned and surtax assessed and 
charged accordingly ; 
the provisions of the said section twenty-one 
and any provisions of this or any other Act 
relating thereto shall, with any necessary modifi- 
cations, apply in relation to any such directions, 
apportionments and assessments as they apply 
in relation to directions, apportionments and 
assessments under subsection (1) of the said 
section twenty-one. 

(7) For the purpose of this section, the expression 
‘‘Joan creditor’? means a creditor in respect of any 
debt incurred by the company— 

(a) for any money borrowed or capital assets acquired 
by the company ; or 

(b) for any right to receive income created in favour 
of the company ; or 


(c) for consideration the value of which to the 
company was (at the time when the debt was 
incurred) substantially less than the amount 
of the debt (including any premium thereon) 

or in respect of any redeemable loan capital issued by 
the company : 

Provided that a person carrying on the business of 
banking shall not be deemed to be a loan creditor in 
respect of any loan capital or debt issued or incurred by 
the company for money lent by him to the company in 
the ordinary course of that business. 


PROVISIONS AS TO INCOME SETTLED ON CHILDREN, 

21.—{1) Where, by virtue or in consequence of any 

settlement to which this section applies and during the 
life of the settlor, any income is paid to or for the benefit 
of a child of the settlor in any year of assessment, the 
income shall, if at the commencement of that year the 
child was an infant and unmarried, be treated for all 
the purposes of the Income Tax Acts as the income of 
the settlor for that year and not as the income of any 
other person. . 

(2) Subject as hereafter provided, for the purpose of 
this section— 

(a) income which, by virtue or in consequence of a 
settlement to which this section applies, is so 
dealt with that it, or assets representing it, 
will or may become payable or applicable to 
or for the benefit of a child of the settlor in the 
future (whether on the fulfilment of a condition, 
or the happening of a contingency, or as the result 
of the exercise of a power or discretion conferred 
on any person, or otherwise) shall be deemed 
to be paid to or for the benefit of that child; 
and 
any income dealt with as aforesaid which is not 
required by the settlement to be allocated at 
the time when it is so dealt with, to any par- 
ticular child or children of the settlor shall be 
deemed to be paid in equal shares to or for the 
benefit of each of the children to or for the 
benefit of whom or any of whom the income or 
assets representing it will or may become payabie 
or applicable. 


(3) Where any income is dealt with as mentioned 
in the last foregoing subsection by virtue or in consequence 
of a settlement to which this section applies, being a 
settlement which, at the time when the income is so dealt 
with, is an irrevocable settlement — 

(a) the provisions of the last foregoing subsection 
shall not apply to that income unless and except 
to the extent that that income consists of, 
or represents directly or indirectly, sums paid 
by the settlor which are allowable as deductions 
in computing his total income for the purpose 
of the Income Tax Acts; and 
any sum whatsoever paid thereafter by virtue or 
in consequence of the settlement, or any enact- 
ment relating thereto, to or for the benefit of a 
child of the settlor, being a child who at the 
commencement of the year of assessment in 
which the sum is paid is an infant and unmarried, 
shall be deemed for the purposes of subsection (1) 
of this section to be paid as income, unless and 
except to the extent that the sum so paid 
together with any other sums previously so paid 
(whether to that child or to any other child who, 
at the commencement of the year of assessment 
in which that other sum was so paid, was an 
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infant and unmarried) exceeds the 

amount of the income which by virtue or in 
consequence of the settlement has been paid to 
or for the benefit of a child of the settlor, or 
dealt with as mentioned in subsection (2) of 
this section, since the date when the settlement 
took effect or the date when it became irrevocable, 
whichever is the later. 


(4) Income paid to or for the benefit of a child of a 
settlor shall not be treated as provided in subsection (1) 
of this section for any year of assessment in which the 
aggregate amount of the income paid to or for the benefit 
of that child, which, but for this subsection, would be 
so treated by virtue of the foregoing provisions of this 
section, does not exceed five pounds. 

(5) Subsections (2) and (3) of section twenty of the 
Finance Act, 1922, shall have effect as if references to 
paragraph (c) of subsection (1) of that section included 
references to the foregoing provisions of this section, as 
if references to a disposition included references to a 
settlement, and as if the reference to the making of a dis- 
position included a reference to the making of or entering 
into a settlement, and subsection (4) of that section shall 
have effect as if the reference to that section included a 
reference to the said provisions of this section. 

(6) No repayinent shall be made under section 
twenty-five of the Income Tax Act, 1918, on account of 
tax paid in respect of any income which by virtue of this 
section has been treated as the income of a settlor. 

(7) The General or Special Commissioners may by 
notice in writing require any party to a settlement to 
furnish them within such time as they may direct (not 
being less than twenty-eight days), with such particulars 
as they think necessary for the purpose of this section, 
and if that person without reasonable excuse fails to 
comply with the notice, he shall liable to a penalty 
not exceeding fifty pounds, and, r judgment has been 
given for that penalty, to a further penalty of the like 
amount for every day during which the failure continues. 

(8) For the purposes of this section, a settlement 
shall not be deemed to be irrevocable, if the terms thereof 
provide— 

(a) for the payment to the settlor or, during the life 
of the settlor, to the wife or husband of the 
settlor for his or her benefit, or for the applica- 
tion for the benefit of the settlor or, during the 
life of the settlor, of the wife or husband of the 
settlor, of any income or assets in any circum- 
stances whatsoever during the life of any child 
of the settlor to or for the benefit of whom any 
income, or assets representing it, is or are or 
may be payable or applicable by virtue or in 
consequence of the settlement ; or 

(b) for the determination of the settlement by the 
act or on the default of any person; or 

(ec) for the payment of any penalty by the settlor 
in the event of his failing to comply with the 
provisions of the settlement : 


Provided that a settlement shall not be deemed to 
be revocable by reason only— 

(i) that it contains a provision whereunder any 
income or assets will or may become payable 
to or applicable for the benefit of the settlor, 
or the wife or husband of the settlor, on the bank- 
ruptcy of any such child as is mentioned in 
paragraph (a) of this subsection or in the event 
of an assignment of or charge on that income or 
those assets being executed by such a child ; or 


(ii) that it provides for the determination of the 
settlement as aforesaid in such a manner that 
the determination will not, during the lifetime 
of any such child as aforesaid, benefit any 
person other than such a child, or the wife, 
husband, or issue of such a child; or 


in the case of a settlement to which section thirty- 
three of the Trustee Act, 1925, applies, that it 
directs income to be held for the benefit of such 
a child as aforesaid on protective trusts, unless 
the trust period is a period less than the life of 
the child or the settlement specifies some event 
on the happening of which the child would, 
if the income were payable during the trust 
period to him absolutely during that period, be 
deprived of the right to receive the income or 
part thereof. 

(9) In this section— 

(a) the expression “child” includes a stepchild, 
an adopted child and an illegitimate child ; 

(b) the expression “settlement” includes any 
disposition, trust, covenant, agreement, 
arrangement or transfer of assets ; 

(c) the expression “ settlor,” in relation to a settle- 
ment, includes any person by whom the settle- 
ment was made or entered into directly or 
indirectly, and in particular (but without pre- 
judice to the generality of the foregoing words 
of this definition) includes any person who has 
provided or undertaken to provide funds 
directly or indirectly for the purpose of the 
settlement, or has made with any other person 
a reciprocal arrangement for that other person 
to make or enter into the settlement ; 
the expression “ income,” except in the third 
and fourth places where it occurs in subsection 
(1) of this section, includes any income chargeable 
to income tax by deduction or otherwise 
and any income which would have been so 
chargeable if it had been received in the 
United Kingdom by a person resident and 
ordinarily resident in the United Kingdom, 
but does not include income arising under a 
settlement in a year of assessment for which 
the settlor is not chargeable to income tax 
as a resident in the United Kingdom. 

(10) This section applies to every settlement, where- 
soever it was made or entered into, and whether it was 
made or entered into before or after the passing of this 
Act, except a settlement made or entered into before 
the twenty-second day of April, nineteen hundred and 
thirty-six, which immediately before that date was 
irrevocable. 

(11) Paragraph (c) of subsection (1) of section twenty 
of the Finance Act, 1922, and any other provisions 
of that subsection relating to that paragraph, shall 
cease to have effect as respects any settlement to which 
this section applies. 


EXxcLusion OF CERTAIN MACHINERY FROM 
VALUATION FOR SCHEDULE A, &C. 

22.—(1) No account shall be taken of the value of 
non-rateable machinery in ascertaining the annual 
value— 

(a) of any property in Great Britain according to 
the general rule of No. 1 of Schedule A ; or 

(6) of any property whatsoever for the purpose of 
Rule 5 of the rules applicable to Cases I and 
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II of Schedule D, or for the purpose of section 
eighteen of the Finance Act, 1919. 

(2) The profits arising to any person from the letting 
of any machinery the value of which is not taken into 
account for the purpose of assessment to income tax 
under Schedule A shall be deemed to be profits chargeable 
to income tax under Case VI of Schedule D. 

(8) In this section— 

(a) the expression ‘‘ property ’”’ means lands, tene- 
ments, hereditaments and heritages ; 

(b) the expression ‘ machinery” includes plant, 
machines, tools, and appliances ; 

(c) the expression ‘“ non-rateable machinery,” in 
relation to any property, means machinery of 
any description the value whereof is not taken 
into account for the purposes of rating under 
the relevant rating enactment, or would not 
be so taken into account if that enactment had 
effect with respect to the valuation of the 
property ; 

(d) the expression “relevant rating enactment” 
means— 

(i) in relation to property in England or 
outside the United Kingdom, paragraph (b) 
of subsection (1) of section twenty-four of 
the Rating and Valuation Act, 1925 ; 

(ii) in relation to property in Scotland, 
section one of the Lands Valuation (Scot- 
land) Amendment Act, 1902 ; 


(iii) in relation to property in Northern 
Treland, section seven of the Annual Revision 
of Rateable Property (Ireland) Amendment 
Act, 1860. 


AMENDMENTS AS TO ASSESSMENT FOR PURPOSES 
OF SCHEDULES A AND B IN NorTHERN IRELAND. 


23.—({1) Where, under section eight of an Act of the 
Parliament of Northern Ireland known as the Valuation 
Acts Amendment Act (Northern Ireland), 1932, (here- 
after in this section referred to as “‘ the Act of 1932”), 
contiguous hereditaments in the occupation of one 
and the same occupier are valued as one rateable heredita- 
ment although held under two or more immediate 
lessors under different contracts of tenancy, the annual 
value of that rateable hereditament ascertained in 
accordance with the valuation shall be apportioned by 
the surveyor, after consultation with the Commissioner 
of Valuation, between the said contiguous hereditaments. 


(2) Where tax is chargeable under Schedule B in 
respect of part, but not the whole, of a hereditament 
which, under the Act of 1932, is valued as one rateable 
hereditament, or to which an annual value has been 
apportioned under the last foregoing subsection, the 
annual value of the hereditament ascertained in 
accordance with the valuation or so apportioned thereto 
shall be apportioned or reapportioned, as the case may 
be, by the surveyor, after consultation with the Com- 
missioner of Valuation, between the part of the heredita- 
ment in respect of which tax is so chargeable and the 
remainder thereof. 


(8) If any difference arises as regards any apportion- 
ment or reapportionment made by the surveyor under 
this section, it shall be referred to the Special Commis- 
sioners, who may revise the apportionment or reapportion- 
ment as they think fit, and their determination thereon 
shall be final. 


(4) Where an annual value is apportioned or reappor- 
tioned between hereditaments or parts of hereditaments 
under the foregoing provisions of this section, then, 
for the purpose of section one hundred and eighty-seven 
of the Income Tax Act, 1918, each of those hereditaments 
or parts, as the case may be, shall be deemed to be a 
separate hereditament, and the annual value appor- 
tioned to it shall be deemed to have been ascertained 
according to the survey and valuation in force for the 
purposes of poor rates. . 

(5) Where a person receives rent in respect of any 
hereditament which, by virtue of section two of the 
Valuation (Ireland) Act, 1854, is for the time being 
exempt from assessment for poor rates, tax under 
Schedule A shall be assessed and charged on him upon the 
full amount of the rent, less any sum liable to be paid 
or allowed by way of deduction from the rent under 
subsection (2) of section seven of the Act of 1932. 


PART III. 
Death Duties, 


MODIFICATION OF EXEMPTION FROM EsTATE Duty on 
Property SITUATE ABROAD. 


24. The exemption from estate duty which exists by 
virtue of subsection (2) of section two of the Finance Act, 
1894, in the case of certain property situate out of Great 
Britain shall, subject as hereinafter provided, cease so far 
as relates to any such property passing on the death of a 
person dying after the passing of this Act domiciled in 
some part of Great Britain : 

Provided that nothing in this section shall operate 
so as to charge with duty any such property— 

(a) which passes under or by reason of a disposition 
made by a person who, at the date on which the 
disposition took effect, was domiciled elsewhere 
than in sonf€ part of Great Britain, unless the 
disposition was made, directly or indirectly, on 
behalf of or at the expense of, or out of funds 
provided by, a person who at that date was 
domiciled in some part of Great Britain ; or 

(b) which by the law of the country in which it is 
situate is immovable property. 


EXTENSION OF RELIEF UNDER 8S. 5 (2) OF FINANCE ACT, 
1894, To CASES WHERE EsTATE Duty HAS BEEN PAID 
IN NORTHERN IRELAND. : 

25. The payment (whether before or after the pass- 
ing of this Act) of estate duty chargeable under the 
law in force in Northern Ireland on the death of a party 
to a marriage shall, for the purpose of any relief given by 
subsection (2) of section five of the Finance Act, 1894, 
as respects the payment of any duty on the death after 
the passing of this Act of the other party to the marriage, 
have the like effect in all respects as if the duty paid 
had been chargeable under the law in force in Great 
EXEMPTION FROM DEATH DUTIES OF CERTAIN PROPERTY 

IF SOLD TO FRIENDS OF NATIONAL LIBRARIES. 

26. Section forty-four of the Finance Act, 1921, 

and the proviso to subsection (2) of section forty of the 


Finance Act, 1930 (which provide that death duties shall 


not become chargeable in respect of certain property on 
the sale thereof to the National Gallery, British Museum, 
or certain other institutions and persons therein men- 
tioned), shall have effect as if the references to such a sale 
included a reference to a sale after the passing of this 
Act to the society known as “‘ the Friends of the National 
Libraries.” par 
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EXTENSION OF 21 & 22 Geo. 5. c. 28, s. 40, TO LAND GIVEN 
to NATIONAL TRUST FOR SCOTLAND, 26 & 27 GEo. 5. Cc. 11. 


27. In section forty of the Finance Act, 1931 (which 
provides for exemption from death duties in the case 
of land given to the National Trust), the expression 
“National Trust” shall include the body incorporated 
under the National Trust for Scotland Order Confirmation 
Act, 1935, by the name of “ The National Trust for 
“Scotland for Places of Historic Interest or Natural 
Beauty.” 

Provided that, in relation to the said body, the refer- 
ence in the said section forty to the commencement of 
the Finance Act, 1931, shall be construed as a reference 
to the passing of this Act. 


PART Iv. 
Miscellaneous. 
SHORT TITLE, CONSTRUCTION, EXTENT AND REPEALS. 
85.—(1) This Act may be cited as the Finance Act, 
1936. 


(3) Part II of this Act shall be construed as one with 
the Income Tax Acts. 


(6) Such of the provisions of this Act as relate to 
matters with respect to which the Parliament of Northern 
Ireland has power to make laws shall not extend to 
Northern Ireland. 


(7) The enactments set out in the Fourth Schedule 
to this Act as hereby repealed to the extent mentioned 
in the third column of that Schedule. 


SECOND SCHEDULE. 


SUPPLEMENTARY PROVISIONS AS TO PREVENTION OF 
AVOIDANCE OF INCOME TAx BY TRANSACTIONS 
RESULTING IN THE TRANSFER OF INCOME TO 
Persons ABROAD. 


1. Tax at the standard rate shall not be charged by virtue 
of the principal section in respect of income which has 
borne tax at the standard rate by deduction or otherwise, 
but, save as aforesaid, tax chargeable at the standard rate 
by virtue of that section shall be charged under Case VI 
of Schedule D and all assessments in respect thereof shall 
be made by the Special Commissioners. 


2. In computing the liability to income tax of an 
individual chargeable by virtue of the provisions of the 
principal section, the same deductions and reliefs shall be 
allowed as would have been allowed if the income deemed 
to be his by virtue of that section had actually been 

8. Where an individual has been charged to income 
tax on any income deemed to be his by virtue of the 
principal section and that income is subsequently received 
by him, it shall be deemed not to form part of his income 
again for the purposes of the Income Tax Acts. 


4. All the provisions of the Income Tax Acts relating to 
the charge, assessment, collection and recovery of income 
tax, to appeals against assessments made by the Special 
Commissioners and to cases to be stated for the opinion 
of the High Court shall apply to any income tax chargeable 
by virtue of the principal section, so far as they are 
applicable and subject to any necessary modifications. 


5. For the purposes of an assessment under the principal 
section the Special Commissioners shall have any of the 
powers of a surveyor, and for the purpose of the representa- 
tion of the Crown before the Special Commissioners on any 


appeal under this Schedule, any person nominated in that 
behalf by the Commissioners of Inland Revenue shall have 
all such powers as a surveyor has at and upon the deter- 
mination of an appeal. 


6. The Special Commissioners may by notice in writing 
require any person to furnish them within such time 
as they may direct (not being less than twenty-eight days) 
with such particulars as they think necessary for the 
purpose of the principal section, and if that person, 
without reasonable excuse, fails to comply with the notice 
he shall be liable to a penalty not exceeding fifty pounds, 
and, after judgment has been given for that penalty, to a 
further penalty of the like amount for every day during 
which the failure continues. 


7. Without prejudice to the provisions of the last fore- 
going paragraph, if any individual fails to furnish any 
particulars required under this Schedule, or if the Special 
Commissioners are not satisfied with any particulars 
furnished under this Schedule, they may make an estimate 
of the amount of the income which, by virtue of the pro- 
visions of the principal section, is to be deemed to be 
the income of the individual for the purposes of the 
Income Tax Acts. 


FOURTH SCHEDULE. 
MISCELLANEOUS ENACTMENTS REPEALED. 


Session and 


Chapter. Short Title. Extent of Repeal. 


Subsection (6) of sec- 
tion one hundred 
and eighty-seven. 


The Income Tax 
1918. 


8 & 9 Geo. 5. 
c. 40. 


As from the first day 
of January, nine- 
teen hundred and 
thirty-seven, para- 
graph two of the 
Second Schedule. 


10 & 11 Geo. The Finance Act, 
5. ce. 18. 1920 


In subsection (6) of 
section twenty-one, 
the words from “* A 
company shall be 
deemed to be under 
the control ”’ to the 
end of the sub- 
section. 

Subsections (1) and 
(4) of section one. 


12 & 13 Geo. 
5. ce. 17. 


Section six. 


Incorporated Accountants’ Golfing Society. 

A match between the Incorporated Accountants’ 
Golfing Society and the London Solicitors’ Golfing Society, 
played at Walton Heath on July 16th, resulted in a draw 
of 43 matches each. 


In the singles the Solicitors won by 3} to 2} and in 
the fourball the Incorporated Accountants won by 2 to 1. 
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Society of Incorporated Accountants 
and Auditors. 


RESULTS IN SOUTH AFRICA, 
May, 1936. 


Final. 
Order of Merit. 

Burns, RonaLtp Gavin Hamiiton, Clerk to Wadley Wood 
& Bonella, 21-23, Club Arcade, Durban. (First 
Certificate of Merit.) 

Mun-Gavin, CoLin Ivor, Clerk to G. E. Lancelot Horne 
(Compton & Horne), 205, Colonial Mutual Life 
Building, West Street, Durban. (Second Certificate 
of Merit.) 


EXAMINATION 


Alphabetical Order. 

CrosoER, REGINALD LIONEL, Clerk to Douglas Mackeurtan 
(George Mackeurtan, Son & Crosoer), 376, Smith 
Street, Durban. 

Down te, Puuip Joun, Clerk to D. P. C. Blair, 14, Nether- 
lands Bank Buildings, Fox Street, Johannesburg. 
Guiyn, Ronatp St. Greorce, Clerk to J. D. A. S. Low 
(Douglas Low & Co.), North British Building, Com- 

missioner Street, Johannesburg. 

Hart ey, ADRIAN, Clerk to P. E. T. Whiteley (Whiteley 
Brothers), New Clewer House, Simmonds Street, 
Johannesburg. 

Kay, Donatp McGrecor, Clerk to Price, Waterhouse, 
Peat & Co., 10, Standard Bank Chambers, Commis- 
sioner Street, Johannesburg. 

Key, Epmunp Aston, Clerk to A. J. T. Goldby (Goldby, 
Panchaud & Webber), 4th Floor, Prudential Assur- 
ance Building, 90, Fox Street, Johannesburg. 

Prescott, Epwin Witu1amM Goprrey, Clerk to Price, 
Waterhouse, Peat & Co., 10, Standard Bank Cham- 
bers, Commissioner Street, Johannesburg. 

Rorke, Witu1aAM BuckLanp, Clerk to J. D. M. Philip 
(Dougall, Lance & Hewitt), 257, Pretorius Street, 
Pretoria. 

SeranD, Davip, Clerk to Kenneth White (Kenneth 
White & Co.), Court Chambers, Keerom Street, 
Cape Town. 

TICKNER, NORMAN Rosert, Clerk to O. W. Compton 
(Compton & Horne), 205, Colonial Mutual Life Build- 
ing, West Street, Durban. 

WALKER, Brian SAMUELSON, formerly Clerk to Douglas 
Mackelvie & Co., Sun Building, 102-104, St. George’s 
Street, Cape Town. 

(22 Candidates failed to satisfy the Examiners.) 


Intermediate. 
Alphabetical Order. 

CrosoeR, MicHaEL GrorGe, Clerk to W. R. Fraser 
(George Mackeurtan, Son & Crosoer), 376, Smith 
Street, Durban. 

GELFAND, BENNIE, Clerk to Alex. Thal (Alex. Thal & Co.), 
— Life Buildings, 85, St. George’s Street, Cape 

‘own. 


Hoce, Joun ScrymGeour, Clerk to J. E. P. Close & Co., 
106, Adderley Street, Cape Town. 


KELLNER, BERNHARD Orro, B.Com., formerly Clerk to 
Gurney, Notcutt & Fisher, London, and Lancashire 
House, 148, St. George’s Street, Cape Town. 


LawRANCE, ROBERT BRAMWELL, Clerk to Kenneth White 
(Kenneth White & Co.), Court Chambers, Keerom 
Street, Cape Town. 


MADDEN, JoHN KENNETH, Clerk to B. A. V 
& Key), 25-27, Netherlands Bank etl : + 
Street, Johannesburg. 


MutierR, FREDERICK, Clerk to P. A. M. Hands (Hands 
& Shore), 106, St. George’s Street, Cape Town. 
Nrxon, JoHN More ty, Clerk to K. C. M. Hands (Hands 
& Shore), 106, St. George’s Street, Cape Town. 


Paut, Raymonp Vicror, Clerk to Alfred E. Hurley 
(Deloitte, Plender Griffiths, Annan & Co.), 17 and 18, 
Royal Exchange Buildings, Smith Street, Durban. 


RicHarpson, JosepH Patrick, Clerk to H. L. Collins 
(Collins & McCulloch), 18-19-20, A.B.C. Chambers, 
Simmonds Street, Johannesburg. 


Urry, GERALD SEYMour, Clerk to E. Clothier (Clothier, 
Frost & Brown), 13-16, Royal Exchange Building, 
Smith Street, Durban. 


Wane, WALTER WaREHAM, Clerk to Douglas Mackcurtan 
(George Mackeurtan, Son & Crosoer), 376, Smith 
Street, Durban. 

(12 Candidates failed to satisfy the Examiners.) 


Preliminary. 
Alphabetical Order. 
Penny, Douctas ReppatuH, 19, Second Avenue, Roode- 
poort North, Transvaal. 
Watson, GeorGeE BELL, c/o Charles Hewitt & Co., Box 
454, Johannesburg. 
(1 Candidate failed to satisfy the Examiners.) 


Correspondence. 


THE FUTURE OF THE GOLD SUPPLY. 
To the Editors Incorporated Accountants’ Journal. 


Deak Sirs, 

It was with great interest that I read in your July 
number the account of the lecture given by Mr. \W. J. 
Busschau, and of the discussion which followed. 

The use of gold as a medium for the settlement of inter- 
national debts was generally recognised. It was, however, 
I think, not so clearly recognised that gold can operate 
as a medium for the settlement of international debts 
for only a limited period. 

A creditor nation may for a time build up claims 
against the rest of the world. How are these claims to 
be liquidated ? Gold may be used for a time, but sooner 
or later the gold stock will be depleted ; then one of two 
things must happen :— ; 

Either (1) The creditor nation must be willing to have 
an “ adverse balance of trade” for a time to enable the 
other nations to settle their debts in goods and services. 

or (2) The creditor nation must be prepared periodically 
to see its claims against other nations wiped out by 
defaults. 

Loans to the debtor nations may disguise the position 
for a time ; but this is only putting off the day of reckon- 
ing. 

In other words gold is not the means of making “ final 
settlements ” of balances between nations : it is merely a 
temporary expedient, recourse to which is indeed always 
looked upon as a danger signal. Ultimately goods and 
services must be accepted in exchange for goods and 
services, or a breakdown is inevitable. 

With all deference to so great an authority as Sir Henry 
Strakosch I submit that he was inclined to put the cart 
before the horse when he stated that the effect of aban- 
doning the gold standard was the erecting of barriers 
between nations. It would be more correct, I think, to 
state that it was the erection of barriers between nations 
which forced many of them off the gold standard. 
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Any return to the gold standard to be successful must 
be preceded by the removal of these barciers. 
Yours faithfully, 
CLIFFORD A. KERSHAW, A.S.A.A. 
July, 1936. 


AUDIT OF FRENCH COMPANIES. 

We are indebted to an Incorporated Accountant resident 
in Paris for the following particulars relating to the 
qualifications of auditors of French companies which 
invite public subscription for their shares or bonds :— 

Extracts from a decree published in the Journal Officiel 
of June 30th, 1936, modified by Journal Officiel of 
July 1st, 1936. 

List of persons considered apt to serve as Commissaires 
aux Comptes of companies which invite public subscrip- 
tion is to be prepared annually. 

Persons whose qualifications may be considered 
sufficient to warrant their inclusion on the list must 
submit themselves for examination, but for the first list 
to be prepared for January Ist, 1937, candidates whose 
title to be included can be established beyond discussion 
will be so included without examination. 

The following may be inscribed on the list to be prepared 
for January Ist, 1937, if they are of French nationality :— 

Accountants holding State diploma established by 
decree dated May 22nd, 1927. 

Retired Civil Servants with ten years’ experience 
of public service and possessing the necessary qualifi- 
cation to act as auditors of companies limited by 
shares. 

Accountants and financial experts accepted by the 
tribunals (agréés auprés des tribunauz). 

Persons with ten years’ experience of commerce, 
industry or accounting and financial and legal 
advisers to limited companies, provided such persons 
possess a diploma from one of a list of commercial, 
actuarial, engineering and educational centres. 

Persons who have paid an auditing licence tax 
(patente) for more than ten years and persons who 
have been employed for more than ten years by firms 
who specialise in auditing the accounts of companies 
limited by shares, provided that, in each case, such 
persons have exercised the functions of Commissaire 
aux Comptes to such a company or companies for a 
period of at least five years. 

Persons who have directed during at least ten years 
the accounting, legal or financial services of a com- 
pany which invites public subscription. 

Foreigners belonging to a country where Frenchmen are 
allowed to practise as auditors may also be inscribed on 
the list, provided they comply with the above conditions. 

Any candidate who wishes to be inscribed on the list 
must forward his application before October Ist to the 
Greffier en Chef de la Cour d’Appel of his domicile. 
Applications for inscription on the first list must be sent 
in before September ist, 1936. 

The candidate accompanies his application with (1) 
documents proving his titles; (2) certified copy of his 
diploma ; (8) extract of his birth certificate ; (4) if he is 
French, an extract from his police register, and if a 
foreigner, a certificate equivalent thereto. 

Persons inscribed on the list when they number twenty 
must form an association among themselves. The 
association may reprimand its members for breaches of 
professional etiquette. The Government Commission 
which approves the candidates on the list is informed 

re graver measures are necessary and has power to 
exclude the member either temporarily or definitely. 


Reviews. 

The Secretary’s Manual, 23rd Edition. By Judge 
Haydon and Sir Nicholas Waterhouse, F.C.A. 
London: Jordan & Sons, Ltd., Chancery Lane, 
W.C.2. (524 pp. Price 10s. net.) 

This is now a well-known work and contains much 
information of value to those who are concerned in the 
management and control of limited companies. The 
present edition has been brought up to date by incor- 
porating the effect of a number of important legal decisions. 
of recent date. In addition to the particulars given with 
respecting the control and management of a company 
and the forms required in connection therewith, informa- 
tion is supplied with regard to winding-up and recon- 
structions. 

Pitman’s Commercial Law. 11th Edition. By R. H. 
Code Holland, B.A., Barrister at Law. London: Sir 
Isaac Pitman & Sons, Lid., Parker Street, Kingsway, 
W.C.2. (282 pp. Price 3s. 6d. net.) 

In producing this edition Mr. Holland has revised the 
book throughout in order to give effect to the changes 
in the law, and new sections have been added incorporating 
more decided cases than had been included in previous 
editions. The book is well produced and the matter 


conveniently arranged for easy reference. 


Municipal Capital Finance. By A. B. Griffiths, 
F.S.A.A. London: Charles Knight & Co., Lid., 
227 /239, Tooley St., S.E.1. (240 pp. Price 12s. 6d. net.) 

Those in charge of the finance of Municipal Corporations 
are constantly having to deal with the subject of capital 
expenditure and the methods available for providing the 
necessary capital requirements. The object of the author 
of this book has been to provide a reference book explain- 
ing the procedure to be adopted and supplying specimen 
rulings of the books and forms required. The procedure 
indicated is regarded as being suitable both for large and 
small corporations, but a special chapter is included 
applicable specially to borrowing for small authorities. 
The Principles of Auditing. 8th Edition. By F. R.M. 

de Paula, F.C.A. London: Sir Isaac Pitman & 
Sons, Lid., Parker Street, Kingsway, W.C.2. (314 
pp. Price 8s. 6d. net.) 

In recent years much has taken place affecting the 
problems of accountancy and auditing and the author of 
this book has found it necessary to enlarge it by four 
chapters including two entirely new chapters, one of which 
deals with the form of presentation of the accounts of 
holding companies and the other with the main points 
arising in relation to the audit of those accounts. 


Costs and Cost Accounts, By H. O. Horton, F.C.A. and 
R. R. Mason, A.C.I.S. London: Sir Isaac Pitman & 
Sons, Ltd., Parker Street, Kingsway, W.C.2. (320 pp. 
Price 10s. 6d. net.) 

Some useful information and numerous forms are 
supplied in this book in relation to the subject of costing. 
Much space is devoted to a consideration of Oncost, 
partly in relation to its general nature and partly as to 
methods of recovery. Explanations are given with 
regard to budgetary control and the presentation of cost 
results ; also as to the incorporation of the costing figures 
in the double entry system. 


Office Organisation and Management. 11th Edition. 

By Stanley W. Rowland, F.C.A. London: Sir Isaac 

Pitman & Sons, Lid., Parker Street, Kingsway, W.C.2. 
(316 pp. Price 7s. 6d. net.) 

Designed primarily for business men this book will be 
found of practical use to company secretaries and others 
responsible for the management of Joint Stock companies. 
Amongst the matters dealt with are personnel of staff, 
office accommodation, advertising, departmental and 
branch accounts and finance including the a 
of the books and the audit. Numerous forms are supp 
and also information on legal matters. 
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District Bocieties of Incorporated 
Accountants. 


BENGAL. 
ANNUAL MEETING. 

The annual general meeting of the Incorporated 
Accountants’ Bengal and District Society was held at 
Calcutta on June 29th, when the following Committee 
and office-bearers were elected :— 

President, Mr. K. J. Purohit; Vice-President, Mr. 
S. N. Mukherji; Hon. Treasurer, Mr. S. K. Ghosh ; Hon. 
Secretary, Mr. G. Basu. Committee: Mr. K. J. Purohit, 
Mr. S. N. Mukherji, Mr. G. Basu, Mr. M. D. Darbari, Mr. 
N. Sarkar, Mr. V. F. Viccajee, Mr. H. C. Das, Mr. N. F. 
Master, Mr. B. N. Basu, and Mr. N. C. Chakravarti. 


Annual Report, 
The Committee have pleasure in presenting to the 
members their report on the activities of the Society for 
the year ended March 31st, 1936. 


Late Str JAMES Martin. 
The Committee deeply mourned the loss to the Society, 
and particularly to the Incorporated Accountants in 
India, sustained in the death of Sir James Martin. 


MEMBERSHIP. 

Four members and four students were added to the 
list of members during the year. The Committee note 
with satisfaction that there is a general desire on the part 
of Incorporated Accountants in Bengal to make the 
Society as useful as circumstances permit, and they 
trust that all who have not yet been associated with 
the Society will soon join. 

SocraL Events. 

The first function of the year was an At Home, at 
which the guest of honour was Mr. A. L. Sahgal, M.A., 
LL.B., A.C.A., Secretary to the Indian Accountancy 
Board. An afternoon party was held at the Calcutta 
Club, at which the members met Mr. A. V. Ayers and 
Mr. S. P. Chamber, of the U.K. Board of Inland Revenue 
Experts’ Committee. The annual dinner was held in a 
garden house. These were well attended. 


STUDENTs’ SECTION. 
The Students’ Committee wish to urge all students to 
take an active interest in the section. 


LrBrRary. 

The library is proving useful and suggestions are invited 
for its further improvement. Thanks are due to Mr. 
M. L. Tarmaster, this Society’s first President, for his 
efforts in this connection. 


Bompay District Society. 
Close co-operation was maintained with the Bombay 
District Society on all matters of interest to Incorporated 
Accountants in India. 


REGISTRATION OF ACCOUNTANTS IN INDIA. 

A conference of registered accountants in Bengal was 
held recently, and was attended by several Incorporated 
Accountants. Three of our members, Mr. K. J. Purohit, 
Mr. S. N. Mukherjee, and Mr. G. Basu, have been elected 
to the Provincial Council of Registered Accountants in 
Bengal set up by the Conference. Mr. G. Basu has 
further been elected as the Council’s Secretary. Two 
committees have also been formed, and Mr. M. D. Darbari, 
Mr. G. Basu, and Mr. S. K. Kar have been elected 
thereto. The Committee hope that the Council will be 
effective in developing an understanding among the 
professional accountants in Bengal. 


Company Law AMENDMENT. 

The Committee are pleased to note that some of their 
suggestions previously made to the Government have 
found place in the Indian Companies Act Amendment 
Bill. They have further submitted a Note on the 
Amendment Bill as far as its provisions concern the 
accountancy profession. 

INCOME Tax. 

The Committee met the member; Central Board of 
Revenue, Government of India, and discussed various 
matters of interest to professional accountants in relation 
to the law and practice of income tax in India. They 
also submitted a memorandum to the British Experts 
Committee appointed by the Government of India and 
gave evidence before the Committee when they visited 
Calcutta. 

CONSULTATIVE COMMITTEES. 

The Consultative Committees continued to do useful 
work during the year. Members are requested to make 
greater use of the services of these expert committees. 


CoMMITTEE. 

Under Rule 5, Mr. S. N. Mukherjee, Mr. B. N. Basu, 
and Mr. S. K. Kar retire by rotation but are eligible for 
re-election. Mr. M. L. Tarmaster, not having attended 
any meeting of the Committee on account of his absence 
from India, is disqualified under the rules of the Society. 


BOMBAY. 
Annual Report. 
The Committee have pleasure in presenting to the 
members the seventh annual report and accounts of the 
District Society for the year 1935-36. 


Late Str JAMES MARTIN. 

With the passing away of Sir James Martin, the Society 
of Incorporated Accountants and Auditors has lost one 
of its greatest stalwarts. Sir James was one of the 
Society’s founder members, and he played a very promi- 
nent part in bringing it to the very high status and 
position which it enjoys to-day. A suitable resolution of 
condolence was passed by the Committee and duly con- 
veyed to Lady Martin. 

MEMBERSHIP. 

During the year under review there has been an addition 
of six new members. The total number of members is 
48, of whom fifteen are resident outside Bombay. The 
Committee trust those Incorporated Accountants who 
have not yet become members of the Society will do so 
at an early date. 

Strupy Circe. 

The Study Circle enters upon another year of its useful 
activities. The attendance during the year at the Circle's 
monthly meetings was encouraging, and the number of 
income tax and company law queries submitted and 
answered during the year showed the keen interest of 
the members. Special thanks are due to the Secretary, 
Mr. R. K. Dalal, who ungrudgingly sacrificed time and 
labour in the collection of queries, preparation of notes, 
and the reporting of recent decisions. During the year 
six income tax Circle meetings and four company Circle 
meetings were held. 

PROFESSIONAL. 
' During the year the Society addressed a note to the 
Government of India on important matters affecting the 
professional status, professional etiquette, etc., amongst 
registered accountants. 

A memorandum was submitted to the Committee 
appointed by the Government of India to inquire into the 
working of the Indian Income Tax Act. 
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The Committee are at present preparing a report to be 
submitted to the Government of India in connection with 
the proposed amendments to the Indian Companies Act, 
1913. 

Sociat Functions. 

The usual social functions held during the year were 
well attended, and were found to be of great service in 
bringing about valuable social contact amongst Incor- 
porated Accountants. 

Liprary. 

Some further books have been added to the library, 
and it is hoped members will avail themselves of the 
opportunities afforded them in this connection. The 
Committee invite suggestions and recommendations from 
members regarding selection, distribution and purchase 
of new books. 


MANCHESTER. 
ANNUAL MEETING. 

The annual meeting of the Incorporated Accountants’ 
Society of Manchester and District was held on July 7th. 
There was a large attendance of members and students. 

The President (Mr. William A. Nixon), on behalf of 
the committee responsible for the 50th anniversary 
celebrations of the District Society in March, 1936, 
presented to Mr. Halvor Piggott, Joint Honorary Secre- 
tary, a gold wristlet watch in recognition of his services 
in organising the celebrations. 

Prizes of books were presented to Mr. Carl F. Wagner, 
who took Sixth Place Certificate in the Intermediate 
examination in November, 1935, and to eleven students 
whose attendance and general interest in the session 
had been particularly good. 

At a meeting of the Committee held after the annual 
meeting, Mr. Henry Smith was elected President of the 
Society for the ensuing year and was invested with the 
President’s badge of office by the Senior Past President, 
Mr. Arthur E. Piggott. The retiring President, Mr. 
William A. Nixon, was invested with a replica Past 
President’s badge by the new President. Mr. Alfred 
Southern was elected Vice-President of the Society and 
Mr. R. Hindley, Hon. Treasurer. 

Mr. Arthur E. Piggott retired from the position of 
Joint Hon. Secretary. He was one of the founders of 
the District Society, and had been Honorary Secretary 
for the entire period of over 50 years of its existence, 
except for three years when he held the office of President. 
Mr. Arthur E. Piggott remains a member of the Com- 
mittee, as owing to his recovery from his illness of last 
year he is still able to attend meetings. 


Annual Report. 


The Committee present to the members of the Society 
a report of the several matters that have engaged their 
attention, and of the activities of the Society since the 
issue of the last report. 

They are pleased to be able to report that interest in 
the Society and attendances at meetings have been 
maintained. This was particularly exemplified in the 
excellent support given to the Fiftieth Anniversary Cele- 
brations and the generous manner in which contributions 
to the Jubilee Fund were made. 

MEETINGS. 
The following meetings were held during 1985-36 :— 
Students’ Mock Company Meeting. 
“Legal Problems Affecting Partnerships,” by Mr. R. 
F. Cartwright, LL.B., Solicitor. 
Students’ Meeting. ‘‘ Contracts,” by Mr. H. Burton, 
B.A., Barrister-at-Law. 


Joint Meeting with the Manchester Branch of the 
Chartered Institute of Secretaries, in the Chartered 
Accountants’ Hall, Spring Gardens. ‘‘ Local 
Government Finance,’”’ by Mr. Lewis Lord, 
F.S.A.A., Borough Treasurer of Stretford. 

** Income Tax,” by Mr. Richard Crozier. 

Display of Post Office Films, (by invitation of the 
Postmaster-Surveyor). 

Annual Dance in the Great Hall of College of Tech- 
nology. 

Students’ Meeting. ‘* Reconstructions and Amal- 
gamations,” by Mr. R. Bibby, A.C.A. 

“Social Credit from the Accountancy Point of 
View,” by Mr. A. L. Gibson, F.C.A. 

Students’ Meeting. “The Stock Exchange,” by 
Mr. W. H. Grainger, F.S.A.A. 

Students’ Meeting. ‘‘ Audit and Municipal Accounts 
with special reference to Mechanical Accounting,” 
by Mr. John Tipping, A.S.A.A. 

Students’ Meeting. ‘‘ Deeds of Arrangement,” by 
Mr. E. Westby-Nunn, B.A., LL.B., Barrister-at- 
Law. 

“* Standard Costs,” by Mr. W. H. Stalker, A.S.A.A., 
F.C.W.A. 

“Observations upon the Prevention of Fraud in 
Books and Accounts,” by Mr. C. Y. Lloyd, F.S.A.A. 

Students’ Annual Meeting. Mock Public Examina- 
tion in Bankruptcy. 

Fiftieth Anniversary Celebrations. 

The Committee feel that the members and student 
have been fortunate in the excellent addresses given by 
many of the speakers, and also in being privileged to hold 
the meetings in the Central Library. 


LipRary. 

The circulation of the library during the year has shown 
a considerable decrease. An important addition to the 
library during the year has been made by the purchase of 
** Reports of Tax Cases,” consisting of eighteen volumes 
covering the years from 1875 to 1934. The thanks of the 
Committee have been extended to the donors of various 
publications. 

Suggestions of new works and publications for addition 
to the library will be welcomed. 


P MEMBERSHIP. 
On March 381 there were 469 members, of whom 2038 


were practising members. 


Opsiruary. 

The Committee record with regret the death of: Mr. 
Philip H. Lang, F.S.A.A., Mr. Thomas B. Hawkins, 
F.S.A.A., Mr. Jos. R. Vose, F.S.A.A., and Mr. Alexander 
Chalmers, A.S.A.A. 

The Society has also, in common with all other District 
Societies, suffered a grievous loss in the death of Sir James 
Martin. The Manchester Society was represented at the 
funeral service by the President, Mr. William A. Nixon, 
F.S.A.A. 

STUDENTS’ SECTION. 

The total number of students on the register at March 
31st, 1936, was 333. 

The session 1935-36 has been successful. The high 
average of attendance at meetings has been maintained and 
a welcome has been given to the new members who have 
been present during the session. 

Eight lectures on a wide diversity of subjects were 
arranged. Those who attend irregularly, or not at all, 
are urged to make an effort to be present on more occasions. 

A further number of Contact was issued last December 
and this was again received favourably. 

The closest co-operation of students is necessary to 
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ensure the continued success of the Section, and suggestions 
of interest will be carefully considered. The thanks of 
the Committee are expressed to those senior members 
who kindly consented to act as Chairmen at the meetings. 

A close record of attendances has been kept, and in 
conformity with their previous policy the Committee 
have decided to recognise those students whose attendance 
and general interest have been particularly good. Accord- 
ingly prizes of books are being presented to :—Mr. A. 
Davenport, Mr. H. Tooke, Mr. C. E. White, Mr. E. Walley, 
Mr. F. Peatson, Mr. G. A. Packwood, Mr. J. C. Owen, 
Mr. H. McEwen, Mr. E. Driver, Mr. A. H. Horrocks, and 
Miss M. Ward. 

EXAMINATION RESULTS. 

The Committee award prizes to candidates who are 
successful in gaining honours in the Examinations. A 
prize of books has therefore been allotted to Mr. Carl 
Frederick Wagner, Manchester, who obtained Sixth Place 
Certificate in the Intermediate Examination. It is inter- 
esting to note that Mr. Sinnott (a prize-winner mentioned 
in last year’s report) who had only recently left the district 
to take up a post at Worthing, was successful in obtaining 
the Third Certificate of Merit and Third Prize in the Final 
Examination. 

CouNcIL OF THE PARENT SOCIETY. 

Mr. Frederic Walmsley, J.P., F.S.A.A., resigned his 
membership of the Council in November, 1935, after fifty 
years’ service. He was also a Past-President of the 
Parent Society. In appreciation of his services, the 
Council appointed him an Honorary Member. Mr. Arthur 
E. Piggott, F.S.A.A., who had been a member of the 
Council since 1886, also tendered his resignation in 
January, 1936. During the Fiftieth Anniversary Cele- 
brations of the District Society he was presented, by the 
President of the Parent Society, with an inscribed resolu- 
tion in appreciation of his services. 

The Council filled one of the vacancies so caused by 
appointing Mr. Joseph Turner, F.S.A.A. The Committee 
express their gratification that that honour has been 
accorded to him. 


FrirrietH ANNIVERSARY CELEBRATIONS. 

The Society celebrated the Fiftieth Anniverary of its 
foundation (January 26th, 1886), on March 19th and 
20th. On March 19th a banquet was held at the Midland 
Hotel, presided over by the President, Mr. William A. 
Nixon. This was followed the next day by a luncheon 
to the two surviving founder-members, Mr. Frederic 
Walmsley and Mr. Arthur E. Piggott, and a ball. At 
the banquet there was a gathering of about 400 members 
and guests. 

The Council of the Parent Society at a meeting held 
January 24th, 1936, adopted a resolution in the following 
terms :— 

“That the President and Council of the Society 
of Incorporated Accountants and Auditors extend 
their cordial congratulations to the Manchester 
District Society upon its Fiftieth Anniversary and 
appreciate the valuable part which Manchester 
members have played in the history of the Society. 
The Council send their good wishes for the future 
prosperity of the Manchester District Society and 
Incorporated Accountants in Manchester and 
District.” 

CoMMITTEE. 

The following retire by rotation :—Miss D. Cross, Mr. 
Brown, Mr. Dixon, Mr. Heatley, Mr. Smith and Mr. 
Towers. 

Mr. Allen, Mr. Marriott, Mr. Nicklin, Mr. Piggott 
(A E.) and Mr. Walmsley retire under Rule 5 $d) but 
are eligible for re-election. 


NEWCASTLE-UPON-TYNE. 
Annual Report, 

The Committee have pleasure in presenting their report 
for the year ended March 31st, 1936, and desire to place on 
record a very cordial expression of thanks to the gentlemen 
who gave lectures last session. 

MEMBERSHIP.—The membership at March 31st, 1936, 
was 39 Fellows, 167 Associates, and 211 Students, a tota] 
of 417, as compared with 403 at March 81st, 1935. 

It is with sincere regret that the Committee have to 
report the death of Mr. J. W. Armstrong, who rendred 
valuable services to the District Society as a member of 
the Committee for many years. 

ANNUAL DINNER AND DANCE. 

The annual dinner was again very successful. It was 
followed this year by a dance, which was much enjoyed 
by the guests and members. 

LECTURES. 

The following lectures and meetings were held at New- 

castle, Middlesbrough and Sunderland :— 
AT NEWCASTLE-UPON-TYNE. 

‘** Executorship Law,” by Mr. R. M. Beckwith, 
Solicitor. 

‘** Claims usually available for a Trader,”’ by Mr. R. 
H. C. O’Callaghan, Inspector of Taxes. (Meeting 
for Qualified Members.) 

“* Executorship Accounts,” by Mr. W. H. Grainger, 
F.S.A.A. 

Annual Dinner and Dance at Royal Station Hotel. 

Visit to Offices of Newcastle Evening Chronicle. 

“The Gold Standard,” by Mr. C. R. Curtis, M.Se. 
(Econ.). 

Meeting for Qualified Members. 

“* Main Points Arising under Schedule D,”’ by Mr. W. 
P. Sawyer, Inspector of Taxes. 

Visit to Showrooms of Burroughs Adding Machines, 
Ltd. 

“Mechanical Accounting,” by Mr. W. H. Stalker, 
A.S.A.A., F.C.W.A. 

‘“* The Implications of Economic Planning,” by Mr. E. 
Allen, M.A. 

Meeting for Qualified Members. 

** Liquidations,” by Mr. R. E. Smith, F.C.A. 

Informal Dinner at County Hotel. 

AT MIDDLESBROUGH. 

“* Depreciation,” by Mr. T. E. Dent, F.S.A.A. 

‘“‘ Investigations of Fraud,” by Mr. J. A. Taylor, 
A.S.A.A. : 

** Receivers,” by Mr. R. M. Beckwith, Solicitor. 

** Income Tax Deductions in Arriving at Profits,” by 
Mr. T. Dunsmore, Inspector of Taxes. 

“ Criticism of Accounts,” by Mr. C. L. Hamer, A.C.A., 
F.S.A.A. 

“* Solicitors’ Accounts,” by Mr. J. K. Brown, A.S.A.A. 

** Executorship Accounts,”” by Mr. George Lambert, 
A.S.A.A. 

‘** Hire Purchase Accounts,” by Mr. T. H. Brown, 
A.S.A.A. 

At SUNDERLAND. 

‘* Present-day Monetary Problems,” by Mr. S. Price, 
B.Com., Cert.A.I.B., F.R.Econ.S. 

“Some Aspects of the Law of Contract,” by Mr. S. 
Cohen, LL.B., Solicitor. 

There is still room for improvement in the attendance 
of students and the Committee urge them to take greater 
advantage of the facilities afforded. 

Several new features were introduced during the year: 
An informal dinner for members and students was a very 
enjoyable function, and will probably be repeated ; 4 
lecture on Income -Tax for qualified members was well 
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attended ; the meetings for qualified members for dis- 
cussion of items of practical interest continue to fulfil a 
useful purpose and there appears to be a demand for them 
to be held more regularly in future. 


EXAMINATION RESULTs. 

Eight students passed the Final Examination during 

the year, and 17 the Intermediate. 
CoMMITTEE. 

The following retire by rotation, but are eligible for re- 
election : Mr. C. L. Hamer, Mr. G. A. Pickering, Mr. J. 
Telfer, Mr. W. M. McKenzie and Mr. H. Scott. One 
vacancy occurs under Rule 5D. 

‘ LaTe Sir JAMES MartTIN. 

The Society suffered a very great loss through the death 
of Sir James Martin in August, 1935, a short time after 
he had presided at the 50th Anniversary Celebrations. 
The Committee wish to place on record their appreciation 
of the inestimable services rendered to the Society and 
the profession of Accountancy as a whole by Sir James 
Martin. 

Disrricr SOCIETIES. 

The President and Hon. Secretary have attended 
official functions of various Northern District Societies 
during the year and the Conference of Representatives 
of District Societies held in London, in May, 1935. 

We especially have to congratulate the Manchester and 
District Society on the celebration of the 50th anniversary 
of its foundation. 

We desire to congratulate Mr. C. Percy Barrowcliff on 
his election as a member of the Council of the Society. 


NOTTINGHAM. 

Captain Stanley I. Wallis, who for ten years has been 
Honorary Secretary of the Incorporated Accountants’ 
District Society of Nottingham, Derby and Lincoln, was 
the guest of honour at a luncheon at the Reform Club, 
Nottingham, on July 3rd given by the former Honorary 
Secretary, Mr. F. A. Prior. Captain Wallis was presented 
with a walnut grandmother's clock, suitably inscribed, 
to mark the occasion of his forthcoming marriage to Miss 
Florence Nightingale. 


The President (Mr. J. T. Singleton), in making the 


presentation, said that the members of the District 
Society appreciated the work Captain Wallis had done 
for them. He had always given of his best, and his tact, 
personal charm and modesty had endeared him to them 
all. When he was proposed as Honorary Secretary by 
his predecessor, Mr. F. A. Prior, ten years ago, he was 
practically unknown among them. Mr. Prior knew the 
right man for the job. 

Mr. Prior referred to Mr. Wallis’s early career in the 
Indian Army, in which he rose to the rank of captain. 
They wished him happiness and long life, and he knew 
that the future Mrs. Wallis would become their friend also. 

Mr. Jesse Boydell (City Treasurer, Nottingham) 
and Mr. H. R. Horne (Derby), a Past President, also 
expressed their good wishes. 

Captain Wallis, responding, thanked the members 
for their kindness. He appreciated -very much the part 
played by Mr. Prior in entertaining him at luncheon and 
giving him the opportunity to meet his friends in the 
Nottingham District Society. 


SHEFFIELD. 
ANNUAL MEETING. 

The annual general meeting of the District Society was 
held at the Reform Club, Sheffield, on June 25, 1936. 
Mr. Harry Cunningham, president, was in the chair, and 
he referred to the work done by the District Society in 
Sheffield during last year. 


The report and accounts were approved, and Messrs. 
C. S. Garraway, C. E. Gray and P. Toothill were re- 
elected members of the committee, and Mr. Arnold Graves 
was re-elected auditor. 

At the committee meeting held later, Mr. Harry Cun- 
ningham was re-elected president and Mr. A. F. J. Girling 
vice-president. Mr. J. W. Richardson was re-elected 
honorary secretary and treasurer and Mr. H. G. Toothill 
honorary librarian. Mr. J. H. Freeborough, J.P., was re- 
elected representative on the Court of Governors of the 
University, and Mr. P. Toothill to the Executive Council 
of the Sheffield Chamber of Commerce. The President 
and Secretary were appointed members of the Students’ 
Committee, and Mr. J. Wragg and Mr. C. Colley were 
appointed by the students to membership of the Committee 
of the District Society. 

It was reported at the annual meeting that this District 
Society would celebrate its fiftieth anniversary in 1937, 
and that a committee had been appointed to make the 


necessary arrangements. 


WEST OF ENGLAND. 
ANNUAL MEETING. 

The annual meeting of the West of England District 
Society was held at the Royal Hotel, Bristol, on June 29th. 

Mr. Sidney Foster, who presided over a fair attendance, 
moved the adoption of the report and accounts for the 
year ended March 31st, 1936. This was seconded by 
Mr. H. O. Johnson, and carried. 

The retiring members of the Committee—Mr. Sidney 
Foster, Mr. E. S. Hare, and Mr. C. B. Steed—were re- 
elected, as was also the Hon. Auditor, Mr. R. F. Emmer- 
son. 

At a subsequent meeting of the Committee the following 
officers were appointed for the ensuing year :—President, 
Mr. F. A. Webber (Bristol) ; Vice-President, Mr. H. O. 
Johnson (Bath); Hon. Secretary, Mr. F. A. Webber ; 
Assistant Hon. Secretary, Mr. F. P. L. Roberts. 


Scottish Notes. 


(FROM OUR CORRESPONDENT.) 


Cambridge Course 
The post- uate course at Cambridge was attended 
last month by two Scottish members, Mr. James Haw- 
thorne Paterson, F.S.A.A., and Mr. John Aitchison, 
A.S.A.A. 


Robert Baxter, Inverkeithing 
We have to record with regret the death of Mr. Robert 
Baxter, A.S.A.A., Inverkeithing. Mr. Baxter was a 
member of the Scottish Institute of Accountants when, 
in 1899, it became the Scottish branch of the Society, so 
that he was at his death one of the oldest Scottish members 
of the Society. 


Removal of a Trustee in Bankrupcy 

It is not often that a Trustee under the Scottish Bank- 
ruptcy Acts is removed from his office. Recently a 
Scottish chartered accountant was reported to the Court 
of Session as having failed to carry out his statutory 
duties on numerous occasions, and to have neglected on 
at least two, if not three, occasions to obey the summary 
order of the Court. Lord Robertson, who dealt with the 
case, said that he regretted that he found it necessary to 
make an order for the removal of the trustee in the 
sequestration. He also made an order for the payment 
of several sums, subject to verification of penal interest 
calculations, to the Accountant of Court, within seven 
days with 12 guineas of expenses. 
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Disputed Clause in Lease 

An interesting point, arising out of a dispute concerning 
a clause in a lease, was the subject of a judgment recently 
given by Lord Pitman. 

The proprietor of shop premises in Edinburgh brought 
an action against her tenants that they be ordained to 
execute a lease of the shop to themselves in terms of an 
engrossment of lease produced which was adjusted by 
the respective law agents of the pursuers and defenders. 

Both sides, though not renouncing probation, asked his 
Lordship to decide the case, on various letters produced 
and on the draft lease with various amendments and 
deletions initialled by the agents. 

Lord Pitman held that the pursuer was not entitled to 
the decree which she asked. The pursuer’s case, he said, 
was that when the parties’ agents proceeded to adjust a 
lease and initial the adjusted draft, the principals were 
bound to sign it. The defenders were willing to sign the 
lease if the words “ and which will not be unreasonably 
withheld” were inserted after a clause authorising the 
tenants to reconstruct the shop front in accordance with 
a plan which was to receive the written approval of the 
proprietrix. It was trite law that an agreement with 
regard to heritage must be holograph or tested to be 
binding on the parties. The draft lease was neither. 


Appeal Against Sur-tax 

The Commissioners of Inland Revenue appealed to the 
First Division against a decision of the Commissioners for 
the Special Purposes of the Income-Tax Acts at Glasgow 
upholding an appeal on behalf of Archibald M. Glen- 
Kidston against assessemnts made upon him to sur-tax. 
A. M. Glen-Kidston was a pupil. By his father’s will, 
dated July 7, 1929, he directed that his trustees should, 
on certain conditions, hold and apply, pay, and convey 
the residue of his estate to and for behoof of his son 
Archibald. The assessments appealed against were made 
on the footing that the pupil had a vested interest in the 
residue of his father’s estate. 

On behalf of the pupil it was contended that he had no 
vested interest in the residue of the estate because the 
bequest of capital of the residue was subject to suspensive 
conditions—namely, that he was to learn to speak and 
write French and German fluently, pass the Civil Service 
examination and obtain a first-class certificate therein, 
and, further, that before he could obtain control of the 
capital he was required to spend one year in making a 
voyage round the world ; and that in these circumstances 
his interest was only contingent. 

It was contended on behalf of the Commissioners of 
Inland Revenue that the residue of the estate had vested 
in the pupil on the death of his father ; that the conditions 
fell to be disregarded as unenforceable ; and that in any 
event they were resolutive and not suspensive of vesting. 

On the 10th ulto. the Division, upholding the deter- 
mination of the Commissioners for the Special 
of Income-Tax at Glasgow, held that the residue of his 
father’s estate had not vested in the pupil. 


Rotes on Legal Cases. 


COMPANY LAW. 
Westminster City Council v. Treby. 
Preferential Debt. 


Farwell (J.) held that the payment of a sum by a 
receiver to a debenture holder where there is a preferential 


debt outstanding is not necessarily an illegal act per se. 
(Ch. : (1986) L.J.N., 419.) 


EXECUTORSHIP LAW AND TRUSTS. 
In re Hulton’s Will Trusts. 
Corporation as Trustee. 
A testator directed his trustees to pay to his wife an 
annuity free of tax and subject thereto bequeathed his 
residue on other trusts as to both capital and income for 


the benefit of his children. A corporation, one of the 
trustees, were entitled to remuneration for their services 
in accordance with the scale of fees in force at the date of 
the will. 

It was held that the income fee payable to the corpora- 
tion was chargeable against the residuary income and not 

inst the annuity. 
(Ch. : (1936) 52 T.L.R. 507.) 


INSOLVENCY. 
In re Debtors (No. 836 of 1935). 
Foreigner Resident Abroad Trading in England. 

By sect. 1 of the Bankruptcy Act, 1914: “ A debtor 
commits an act of bankruptcy if in England or elsewhere 
he makes a conveyance or assignment of his property to 
a trustee or trustees for the benefit of his creditors 
generally. 

The debtor, an American citizen, resident and domiciled 
in New York State, executed, in accordance with the law 
of that State, an assignment or conveyance of his property 
to trustees for the benefit of his creditors. 

It was held by the Court of Appeal that the assignment 
or conveyance did not constitute an act of bankruptcy. 

(C.A.: (1936) 52 T.L.R., 478.) 


REVENUE. 


Attorney-General v. Cohen. 
Conveyance on Sale. 

A bidder at an auction sale of dwelling houses bought 
six separate lots, all consisting of houses in the same 
street belonging to the same vendor. The properties were 
conveyed to the purchaser by six separate conveyances. 
The price of four of the properties was less than £500 each. 

It was held that to constitute a “ series of transactions ” 
within the meaning of sect. 73 of the Finance (1909-1910) 
Act, 1910, there must be some interdependence between 
the transactions ; that there was no evidence in the present 
case of any circumstances known to the vendor and 
purchaser connecting the various lots and making the bid 
for one lot dependent on the bids for the others ; the facts 
that the parties in respect of each lot were the same, that 
the times of bidding were close together, and that the 
properties were in the same street were casual matters not 
rendering the transactions a “ series ’’ within the meaning 
of the section ; and that the stamp duty payable on the 
four conveyances was, therefore, at the rate in force 
before the passing of the Act of 1910. 

(K.B. : 1936, 52 T.L.R., 371.) 


Inland Revenue Commissioners v. Morgan- 
Grenville Graham. 
Income Tax. 

Lawrence (J.) held that an arrangement whereby a 
taxpayer disposes of part of his income to a company in 
which he is virtually the only shareholder and therefore 
ultimately receives the money back, is not necessarily 
a share transaction. 

(K.B. : (1936) L.J.N., 367.) 


Joly v. Pinhoe Nurseries, 
Income Tax and Occupation. 

Lawrence (J.) held that the occupier for the purposes of 
assessment under Schedule B is the person in actual 
possession of property, and not a person who is only 
occupier in theory of law. 

K.B.: (1936) L.J.N., 384.) 


Countess of Shrewsbury v. Commissioners of 
Irland Revenue. 
** Clear of all Deductions.” 

' Lawrence (J.) held that where an annuity is payable 
*‘clear of all deductions,” the trustees must be taken 
to have paid the annuity out of a gross sum, paying the 
income tax to the Revenue Authorities and the net annuity 
to the annuitant, and such income tax must be added to 
the annuity in calculating the annuitant’s liability to 
sur-tax. 

(K.B.: (1936) L.J.N., 420.) 
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